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Kansas City, Missouri

Convention Theme:
Consumers in an Era of Shortages and Inflation
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"Career Opportunities and Job Hunting in Consumer Affairs"

A Panel of Experts presented. by the ACCI Career Opportunities

-Comthtttee, Dr. John-Burton, Manchester (Conn.) Community

College, Chairman.

A

9

8 -

, 8
. . .

Research Forum -- An Open Exchange of Ideas, Hypotheses,

Questions; and8Problems, Moderator: DV. Joseph Uhl,

Purdue. University, Editor, The Journal of Coneumer 'Affairs.

Thurs8aY, April 3, 1975 :

morning

Opening SeSSion ,

,

I 1.

'1

Presiding: Ms,. Marjorie., Merchant, Professor, Cooperative

Extension Service, Untversity'of Massachuseets, Vice
ri President, ACCI

Welcome:1 Hon. Charles Wheeler, M.1., J.Di, Mayor of Kansas'

City, Missouri ,,
i

Welcome: Dr. E, Thomas Garman, Associate Professorpep5.
9 of Business Education; Northern Illinois University,

,Presilient, CCI .

I

Welcome: :Ma. Nancy Flood; Area Family E9 nomics pecialist,

UniversitY of Missouri-EXtension, ACCI 1

ocat Ar angements
8 ,

thairman.
$
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peaker: "Hedonism, Asceticism, and the American Dream"
Dr. Harold F.iBreimyer, PFofessor, Dept. of Agricultural Ec9nomics,
University, of Missouri-Columbia'
siding: Ms. Nancy Chandler, Family Economics Specialist,.
ooperati've Extension Service, University of Georgia

Speaker: ,"Can Millions of Americans Change Their Lift Styles?
WhatPolicymakerS Should'Consider About Social Structure"
Dr' Marcus Felon, Assistant,Professor, Dept. of Sociology,
Univeriity of Ilinois, Urb4<hampaign

afternoon

ILunch%n
/

of Presiding: Ms.1 Faith, Pri9r,,Ex1e..si ecialt/ASsistant
Professor, Hone'hcononics,.University f Vermont

Spe ker: Louis Engman, Chairman, Flde 1 Trade Co ission.

Ann uncement of ACCI Resea-ilit ners

Presiding: Dr. Bob Herrmann, ProfeSsor, School of
Re ources and Consumer Sciences, University of Wisconsin,:
Res arch Awards Commi

Speak rs: ACCI Researc Award Recipients

CthFurrent Sessions
Workshop on Consumer Education Resource Materials
Presiding: Dr. Herbert M....Jolley, Professor .of Business Education

Oklahoma State University
Spelker: 'Dr. Stewart Lee, Chairman, Dept. of Ecbnomics and

Business Administration, Geneva College, Beaver Falls,
PennsylvaniaEditor, ACCI Newsletter

. Contributed-Papers
Presidin Ms. Virginia Langrehr, Research Assistant, Dept.
Home Ma agement.-- FamilY Economics, Purdue University

- Speaker: "Career Opportunities for Consumer Affairs Professionals"

D . R. Burton, Associate PFofessor of Business, Manchester

e. gilen Geistfeld,
'111$1s

College, Manchester, Connecticut
Sp 'Factors Which Relate to Non-Group Life Insu ce

ns of Families: A Pilot- study" Ur. Lo

Co 7

Assistant Profeisor, Dept. of Honte Management -- Family'Economics

Purdue University*

,

Speaker: "A Framework for Analyzing the Effect of Interest Rates
on Purch' es of Consumer Durables" Dr. Sherman Hanna, Assis-
tant Prof pot, Dept: of Family and `Child Develorent, Auburn

... , .

University
.

1
.

Friday; April 4, 1975

morning

*
0.

CConcurrent' s t1+s ,

...

Contributed eapers: CbnSumer.Shopping Behavior
1

Eresiding: Dr. J. Barry,p0,on, Profeisor of Marketing, The'

UniversitYof Alabama
.rs
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Ms
,

.

.

Ch
,
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,

0 Anne Sweeney, Doctoral Candidate, The University of Alabama

,
. Contributed Papers I

,.

Presiding: Ms, Carole Nakela, Head; Dept. of Consumer Sciences . .

and Housing, Colorado State University °

Speaker: ."The Ecological Product Buying Motive --.A Challengl
for ConsUMer Education" Dr. Roy A. Herberger, Jr., Associate 2

Dean, School of Business Administration, University of Southern
California o . i ..'

peaker: "Assessment of Consumer .tesearch for a Valuation of a

Quality-o -Life Policy" 'Dr. Sim)ne Clemhoue, Associate Professor,-'

Dept. ,or onsumer Econo ict and ?ublic Policy, Cornell University 1

, residing: Dr. Richard I.D: Morse, Professor; Dept. of Family
"..

Eco
rtnomics

Kansas Stat Univer 1.',y
.

Speaker: " lation ap Recessi n- Double Trouble for the A e-n.
11 °

can Consumer "' Dr. Sheldon W. Stahl, Senior Economist and ice
.

President, °Federal, ReServe Bank of Kansas City .

Speaker: "The Federal Reserve and the Consumer" Mr. Frede ick

Solomon,, Assistant to the Board and Director, Office of Savers
and Consuffier Affairs, Federal Re.;erve Board, Washington, D.C.

/ afternoon
4

Luncheon
Presiding: Dr. Thomas fit. Brooks, Professor,'Dept. of Family

Economics and Management, Southern Illinois University
Speak er\ "TranspOrtation Policies --New Strengths for the

Existilg Structure: Benjamin 0: Davis, Jr., ASsistant Secretary
of Transportation, Environment, Safety and Consumer Affairs

Presiding: Dr. Sylvia lane, Professor, Dept. ,of AgriculOral
Economics, Univ r.sity of California, Davis,

Speaker: "Food a d°Fibers (With and WithOut Synthetics From:
Petroleum." Mr, Bill C. Price,- Scaff'Director, Chemical Group,
Phillips Petroleum Company, Bartlesville, Oklahoma

, Speaker: "The Energy Crisis" Mr. Robert K. Zimmerman, Chairman
° of the Board and President, Kansas City Power and Light

Speaker:. "The Co sumer Movement in the Energy Crisis" Dr. Lee

Richardson, Pro' essor, Dept. ofltarketing, Louisiana State

University
ACCI Business Mee

evening

I ACCI Banquet I

TOastmester: Dr\

Colston E. Warne
Sidney Margolju

,cture ,Consudier's Real Need" 1

Authorand'Synlicated Columnist
/

. ThoMas Carman, President, ACCI
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INTRODUCTIONS

From the President

Welcome to the annual conference of the American

Council on Consumer nterests. Today we celebrate the

twenty-fillst birthday of this organization.* Clearly;

ACCI has ,become of age. With this conference ACCI marks

continued leadership in the onsumer mov ent. The

Board of Directors and the Program Chair erson welcome

,you,to what.we llope to be an excellent c nference:

-- Tom Ga an

Norther Illinois Univer i

s.

a

From
,

the Program Chairperson

Planning for the Twenty-FirstilAnnual Conference

was based on the most. pressing problems consumeis

(

? face today, namely how to cope with inflation and how

to best deal' with shortages of resources both of which

might become even more acute in the future; ,Hope-

fully, thg conference was a fruitful one for all who

attended.

Tt!is not possible to recognize everybody who

assisted in making the prograt possible. However,

the spe ial help givph by,Jean Bowers, Robert Herr -

Lee Richardsoh and Joe Uhl bust be acknowledged.

\ F

Helen,Goetz
Univeysity of Alabama

y

0 1
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From the Editor

I

5
"Consumers in an Era of Shortages ani Inflation"

was an 0:Cllent program as evidence by tte record

attendahce. The Proceedings also 'sets re orris this

yearyeah for early publication and length'.'/Conference
prodeeaings are prepared for participants and others'

intehiste& in the issues. They will prov de the basis

for urther thought and discussipn for th many who

part cipatled and also help extend the ide s to others

who id not participate.. the Proceedings have growh .

from 89 pages in 1972 to 221 pages this.year. This

extensive coverage ofthe theme should be.a valuable

resource as much of the'timely information is not

readiry available from other sources and not assembled

into one source.

'I

It is 0 pleasure tobe able to,completelThe

Proceedings during the summer so they will be available

for use during the coming academic year. Thanks to

the, speakers for their help in facilitatipg pub- t.

lication, especially those who provided copies of

their papers early. Although each year We have

t cicreased'the time between conference andpublication,

" this is by far our best record. This should make

The Proceedings even more useful, considering. the

f t-
timeliness of the theme.

Conference papers to be prinmad in the Journal of
Consumer Affairs are limited to abstracts in The

Proceedings to avoid duplication. This means papers

submitted. for possible publication in the Journal

of Consumer Affairs must be reviewed. This can. be a

lengthy process, but a prdmpt review this year helped

make our earlier. publication possible.

x

1V

-- Karen Hull
Ibwa State University

'e

a
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HEDONISM, ASCETIC1SMc ND THE AMERiCAN DREAM

Harold F.'Bre'myer
'Perry Founlation P fessor

Econo ics

Upi ersity of Missouri - Columbia

.

N w concern with s inflation opens p old questions'o \\

eliefs and values 't-dentered values s ch as hedonism andV

sr
its counterpart as et cism en to ascendancy? , Ay0 do they enter

into the consumeris m veme t The,, uptrend in*pr ductivity on which

material values wer 'based w 11 not'continue.''Ad'ustmenes inper-

- I sonal beliefs and ValUes hnd social' and economic inttitutions\will

prove diffitult. ;
. .

..

..

-r

N
N.

.. N..

"The /tokintry no longer trust the genuine, moralists. , . and no ong

trusts its oqnLinstiffcts.. While We weren't looking, Middle Ame ica

t ded its Puritani,sql for consumerism. . . ."

'the period o
lakt few ge
human hist,oxy.

N

nati
it Q
a

a e

10

Yt

-- Peter Schrag,

Sri

popplation and industrial growth'. . ,. during the

is . , ..',one of the most abnormal phases of

.

Hubbert

mat4zi can be said that at this point in the

to state some ageless questions are being

era- of 12nprecedenteeconeern with Oiort-
,

and in tion, is,.. e va system we profess. It is usually"

os d as a cho ,between materia-,and-,s,pirttualvalues More\poetic

pg age is hedOnii- -versus esceticab,.

t zn

Nphysi.

the, i

He

n

a

re self-centered. .To shower oneself with

to reject'them, is the behavior of

lia of e\nervous system end

nism,and ascetici
sureS,'or .cons ciou

e fact that the
p

rovertt

A

41e
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with"the dermis has helped a cord a credibility to self-center dness that

is not warranted: To be su e, a starving /man fights for food ,and a

drowning one for air. But tnder more usu 1 circumstances the human bei
displays multiple needs andmany are soci 1, other7directed. In fact,

may be that hedonism or its'coUnterpart, asceticism, arises primarily
as a defensile reaction to ocial inadeq Acy or disappointment:

For e41.1Orations of this kind an al ays-promising source is the
writings of the late John Brewster. BreWster sets forth,as one of the
truly basic aittilbutes of the human being his "striving for signifi-

tance." Wrote Brewster; /1, p. 9/

I

\

Men the 'wor16, oven strive for an eve finer im a oftheMSelves
in the eyes of others, whether actual or ideal!. But what ts the
nature f\this good which energizes Men and natio's?

1

It is tle most spiritual of all tre sures. You can gett no pho

o' it, ,neither ban you weigh it, nor store it in arns or

vaults; it ha8 no'abode in earth o
above all else, both 'individually
evil is so terrifying' as the an
meritorio s qualitieS as to be undeserving of favorable
by anyone, including oneself.

stone -- xet. we se it

ndcolledtively....A d no
ty over being go dekro of ,

/

aluation

To gain signiificance a person must, et one or more of the tests thht
society establishes. These are-the s

that define merit. Brewster'S`handli
brief recounting. ,It begins with a's
ing psychology. To believe th

our side and will lead, s aright is a
Brewster capped-his arg
who to thei last breat
judge then fa rabby.

t f bellef
g of thi
nse Of d
t th Po

mighty f
ment by citing the cas
s affirmed that 'they d

. 9/

Bew4er po d his me

Dream. He also assumed a
"Twentieth_century herit4ig
values," was'his caption.,

d

, in Srewster's language4
bject, may be worth

iny, Itself an interest-
of the Universe is On,:
efh Oiitan motivation.

of Eichman,and Hitler,
right and history\would

\

beliefs in terms of the American
tur continuity in our belief system.

ninet enth century belyf systems and
, p. 14/ W0. could-wonder whether he over-

estimated length of tenure by a fourth.',

Brewster's summary language reads, "In'the belief systeMs of the
19th century America, the brightest star wasa magnificents6se of
destiny, commonly called the American Dream." /1, p. 14/ To this there
were three "undergirding belief systems. . . the deniocratic ethic, the

work ethic, and thee4terprise ethic." /1, p. 15/ Brewster's discourse
on the deMocratic ethid has become a classic and is worth repeating:

/1, p. 16/

This system centers in two beliefs, (a)'all men are of
equal dignity and worth, and (b) none, however wise or
Nod, is good or w/ise enough to have arbitrary power ov.el

any other. These belief demands include a gui4 to freely

1 4

4

J

0
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!!!e ned c llective ehavfior. $hls gui is the convection

that ature and Natur 's ' invests eac man with an equal

right, or po er to be a par ICipant in deciding on what rules

all st observe fo the s ke of their mutual well-being. . . .

/ For 'he work,ethicithe"key component is the onviction that striving

for excel ence in all ployMents is the proper y of,earning one's own

highest r spect and al "o the respect and esteem others." /1,, p. 19/,

The ente rise bellet. ystem embraced both an e ltatision of capital

accumula ion and a re ectio of governmen al li ts td the "entrepre-

neurial freedom orpr prie rs to run th r bu nesses,as they,choose."

/1, p. 27/

Such is .Brews

which Ame0.cans h
notable that the ar

cious self-indulgenc
as been A part o

oid thetriv
to\soul- hri,
erial self

1.

I

I

rpretati.o o the e(iefs and values ,y

d thei o n and Oth rs' performanc . It is

iffere abric 'the 'those "isms' ,of cons-

f-denia edonism a d asceticism. I\t surely,

an' pre o make it p ssible for men to

oughou tory hay Bound most of humanity'?

y.I BU th s a Panic y om glorifyin

o,or it tion. Th nction is c u

\The 1975 SCene

)

More praCticed observers mafd sesk
19th century belief Brewster descr be

Literary magazineS .re packedS;Wfth cha

ethos. Few patter after Bfewster.

The opening q
theme. It uses to
puts it thhtweiha

ow at exite

behav or? Probab

tovement.o our d

.QW muc

There \i.s

terization

e still adhere to the
rlq dearth of Pundits.

f the contemporary"
ti

otile*O.Itor,: or S rag paraphrases a pre,van. ng

inol,a! - want fo this conference,, for Schrag

e\swappe, Pu itanis or cohsum ripm.

t
t does e nsumerism.re Igct self- enteredness in human

conside bly. To s itch ifd oms? is the consumerism

oriented p incipall to py. ately consumed goods or

to s6Fial goods? It does-not seem to h
i

ve give first attention to

,,'schools or,pUblic health. Even its env a1 concerns have a self-.

interest taint.',

generousr its actions usefu , in
For all its`neWlousness

o
to serve a hedonistic society>....If
calling consumerism a replacement for

ctive Ofiwhether 1,4.motives
m as re consumerism appears

ru , Schrag is justified in

tani m.

And it this be true, it is proper tore ask the agelesd questiont.'
.

Do we build a strong nation on material indulgence? What'gods do We>

worship ?'

Nevertteless, it is time to climb the solid if slippery rock of

economics.' lEven though there be, philosophical or even religious precepts

3
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upon which to choose non-material'values, economic forces will act to

bring the issue into focus faster than any religious or philosophical

teachers can do.

Int sententious word, any scholars'now warn that the age bf

affluence is past, for ourselves and for the Western world. The logic

of the eae",is capsuled in the opening quotation from Hubbert. The

'last several centuries haVe been a truly exceptional period in the

world's history. Geographical and tec nological exi5lorations combined

to generate a physicat productivity of 'ncredibIe scale. We have

occupied ail the land and destroyed som . We have opened up the'most

available mines and hive emptied many. have pumped a few U.S. oil

4\field4 dry. Although Middle Eastern/countries still have icarcely-
.

tapped pools they haVe learnedthe economies of oligopoly.,

\And even though material affluence need not convert mankind to

philosophiesof self-indulgence, when w rldly goods are plentiful the

convers n comes easier. Furthermbre, if the American DreaM does not

\. material ze, those philosophies becko temptingly.

Three summary points follow. N,

First, not even the most alarmist economistssforesee sudden priva-

prior to, let us say,. World,War /I. The are not doomsday forebodings.
tion. Our nation remains reSource-wealfiy by any standards extant

Second, the pitfall lies in the difficulty in reversing t course

-- a course. in both personal philosophy and economic policy. It lies

in changing our indMdual thoughts patterns and value systems,and'the

accompanying social-and economicinititutions. As one author expressed

it, we now face a "revolution of declining expectations."

The thirl and fin 1 Toinp relates to the nature of our economy. .

Our whole economic sys em was conceived in terms of expansionand

growth. Economists s that economics-is the science of scarcity. The

assertion is not bite ally incorrect but is highly misleading. Our

economic system, and ocial%system,'took is set up to deal. with scarcity

not.by apportioning t with sometequity but by relieving it. This

dedication aid this confidencke also are a part of the American Dream.

If Brewster addressed it moreby implication than dIrecay, anothet
distinguished Memorial to the eigOals of our natiolt was forthright. .In'

the statement; Goals for Americans, drafted,by an Eisenhowervcommission,

economic growth ' was named as a basic goal, as was technodotical c ange.

Goals'for living conditions, health; and welfare were-eiftessed n

terms emphasizing physical facilities and cervices: /2/.

In our national history we have strydn`for expan ing physical ,

productivity by applying eVer more i enious teChnolog to develOp re-

sources and convert them to hysical ods. That we e4Toited deplet-

abFe resources at accelerating pace s well kfiown Whit is Under-

appreciated is that,during.t4s pha in our national life the resources

4
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.

themselves Were lost costless. The only charge paid by consumers was
the cost of extr ction. We even went farther, by subsidizing some of
that cost. Thre is of monopoly pricing of resodrces were almost dis-' .

regarded, for how can such a price be attached when new land or dew
,mineraldepositia await-jhe explorer or developer? And 0 some cabal
sought to create artifiOal scarcity, in 1890 we passed a lei; saying that
would ,be illegal.

,
2 ,

r
To repeat for emphasis, our economy, like our personal, philosophies,

came into being during an eta, if not of realized abundahce then of
pervasive confidence that abundance would be, achieved. In that setting
of actual or promised plenty we rect.* the words of the American, Dream.,

In that setting, the Dream could mateAalize more readily, foNersonal
aspiration nd individual freedom are accommodated more easily when...there
is relative rial abunaance,and'especially when it is shared in some -°-

thing close to egalitarian ratio.- But in 'a paradoxical contradiction,
in Chat setting it is also tempting to drift into renunciation, turning
to sell-centered,material values, '

.

\ .

I

\\
That era of actual or imminent abundance is ended. We

.

may try

\
\ desperately to restore the previous temp? of growth, iri one last orgy

of depriving our descendants of preciobsdepletable resources. But even

that will not succeed fully. We have golt to make a transition. Because

/ \ \

\
e will not be resource-poor the problem is not of early privation. 'The

p oblem is of reconverting our personal values. The problem is also of

\ readjusting our 'social and economic .institutions.

N

If deplettble resources were once almost.a free good they are not
so now but capable of taking on,monopoly value of anti-social pro1ortion/

And if it was not tool hard to hare the opportunities of an expanding
4 /-

economy with some equity, it wfll prove much more difficult to bear the/
limitations of,a less t iv ng economic system with acceptable fairneas
and.equity 'or all our tizens: Donald Michael says we should think in
terms of "s ared deprivation." Ite observes that dJsasters normally pro-,

duce generos ty and h pfulness and sharing, but then warns, "If we 'don't

share th s nsiti . . there wi l be bitterness, theft, greed and-

possessi eness. 3/.

The beliefs and (values upon which individual man strives for signi-

ficance. The AmericaA Dream.\ Perhaps he 19th century American Dream

was not entirely generous, and perhaps i ndt fit the final quarter

of the 20th., But ave not, found a accepta e replacement. Not

'hedonism nor its pole opposite of asceticiSm, ither Puritanism nor
consumerism, is that r placement. The 1st cent y will be upon us soon,

but we have not begun o reformulate th beliefs and values to bequeath

to it. It is time we aid so.

1
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/
,

,,.- Millions of Amer can change their life styles somewhat every,,Year,

and most Amerijans c tinge their life styles dramatically over the Course

of VT6 -f--1.1.ves.' Theiefor it is by no means unfeasible or unusual' to

expec aer.changes in the future in response to economic and social

pressures. Sti I open to, question is (1) whether life styles which mini-

mize environment 1 pollution and energy, consumption cap be adopted with

inimal political theavd,1 4nd interference with everyday life, and (2)

h w quickly this'ca be done.
.,

/ . II

Life stylis anno't cpange 'too quickly or easily for several reasons:

e.3

(1) locked into ba ic, obligations -- tothe average fa Oily finds ieself

get to work, to ma ain a houde of a certiiin siz in a certain location

with only 'so much insplation; ,(2) so much capital is already invested

in
/

inefficient systems,-- you cannot, throw aw y your furnace and get a

.\ new one, insulate your house, cut slown on yo window space, and buy a

more efficient and 'smaller car all at on of -p itor can the whole society

dispensewtth billions of dollars of caOtal a eady invested 'in a sub-

urban life style, built aroynd the automobil (3) consumers have trouble

lanning for \he long rup."

A

What. can be done' by policy make

n t work --\gv,cannot pretend that o
ars ago and, that rapid transet will

rform. Nor can you pretend' that the
y

h

it

yo
de'

is

bu

Trying
H
o turn the clock back will

i

cities a e dense as Manhattan 50

ake over he job which cars now
overnment of the United States

a the ppwer to order the people to alter their life styles. Even where

does have the tower, judgment is ofteri4a ing. On the Other hand, w

cannot assume that the market alone,williachieve quick, tnlitically

irable results, however effective ii'i fhl,the long run.' The dilemma

that political poleir works fast but p IY while the market works well

sl.olfly.

0, 7
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../ Any successful.eneenergy program dep nds on certgin principles: (1)
public trust is essentlal -- this me s trust in honesty of One's leader-
ship (which prevented Nixon from succeeding with an'energy polity) and
faith in their" brains (which- has so far kept President Ford 'from winning
a conienaus for hisenerguolicy); (2) heavy investments in expensive
new rapid transit and ,otherObsolete.system4 must beiavoided current
public facilities must be used efficiently'rather than discarded; (3)
keep to mind the fact thatodnsumers are locked into their current con?
sumption patterns in the short, run'-- energy taxes turn out to be puni-
tive in the short, run, however good they are in the long run; ,(4) rewards
work better' than punishment, especially when the recipient tan vote yoU
out of office; (5) the environmentalist-business conflict must be avoided
-- conflict politicsof this iortoannot solve these problems and will
probably tie Washington into knots for another several years, with the
environmentalists,ultimately losing the battle and the country losing

I,

the war.

Proposals

My main prop() al is an old medicine n larger dosage. I favor sub-,
stantial tax'Credi s or reductions or eve subsidies for capital invest-
ment in insulation, more effi ient home r conditioners and beaters, and
small cars.

/

he entire tax cut should b put into such a policy. The
greatest incen Ives should be put i to small capital investments which
have major sig Ificance in modifyin 'an existing system, e.g. purchasing
an electric pilot light for a gas fu nace,- The emphasis should be on some
immediate rebate or price reduction bather than making people wait until
income tax time.

,
,.. .

,, Theemphasie on small cars is deliberate. Detrqit Ls? :coming to fayot
fthem (they have no choice). .Small car ,pollute less'evep without adding

.-/ anti-smog devices, and they reduce ene gy consumpgion at the same time.
/ Thus, a small car tax benefit of some sort would have something in it
/ for almost 'all parties in the current natiOnal controversies: I would/

add.to 'this tax benefits yelrly for operation of small cars.

The same principle of encouraging ew capital, investment in existing,
technology would apply to.piass transit, t66. ,There the emphasis should
be on buges rather than any sort Of trai s or subWays, since buses use
streets already there and are made for 1 w-deniloy American cities, of the
1970'S. Also, buses,are not as. likely t generate the pork-barrel poli7
tics and delays involved with builditg su ways.,

(

/
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AMERICAN COUNCIL ON CbNSUME1 INTERESTS

`Lou s Engman

Ch irman
Iederal Tr de Commissi

.

pyI'm alwaks nap to have t e oppdytunity to talk to people s iS

you who area tive im consumer roups and concerned with consume' nter-

ests, becaus I feel. that we ha e a lot in common. In fact, I think

th t I spend just about every d y, and bave'spent just about every

day of the p st,,tWo years, taki,g care of a friend of yours./ I suspect

t that some f you may have been unaware of my good wicks in this area; if/

/ so, you ce t inly haven ft been alone, because as long'as your friend,

that frier f ours, is around:as long as he is alright, there ,really

isn't too h cause toinotice him. It's when he's not alright that

start,to ce him and; when it's come to the point that he's gone t

you reali e what a friend he really was. The friend that I'm tnlkin

about is ailed "competition."
,

You knOw, we Americans, I think, lhave some very strange habits

speech, particularly public speech, that if someone makes a wise obser-

vation, we tend to adopt, not only the thought, but the actual words

in which he frames that thought. Then these words become repeated and

t repeated and repeated until somehow they become fused together into sdme

kind of ymbol. That symbol then becomee'.part of the linguistic currency

and is assed from'lip to-lip like a chalice from which many drink but

into wh ch few ever bother tq look.

9 How many words or phrases can you think of, which summon immediate,

reflexive, normative judgments in your mind? I can think of dozens. e

load our political vocabulary with s ch heavy, connotative,buidens that

i''''' the Words the7selvei surrender thei meaning. The Words become little 1

morel than normative signals which b pass the mjnd and appeal directly to

our reflexes And that's really no a veil), novel observation', because

we have a t ,w ich.describesthe Oenomenon -- the term, 'knee-jerk.."
1

when 1 wasj a kidlone word almost universally treated in this fashion

was the w rd' 'communism." At 12 years 61d I had very little iSep of what

communism rea lywas. But I regarded-it the same way I regarded polid.
. f

. i
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It was evil, It was green, it was. slimy, and unl ss I hated adequately,

it Would come sl thering under my door at night a d turn my, minl into
?ell.. Now comm nism as I thought of It back the was tnot a word which
described a concept, it was a negative value symb eliciting a reaction
which was totally unanalytic; I mention this today o iy because at the
same time we allowed, and we allow today, other words to a&quire Che
same kind of ,haracteristics -- among them the phrase ."free-enterprise"
and the word "competition," because, of course, free enterprise land
competition were good. 'Freeenterprise And competition made you Wholesome,
they made you free, they made yob* rich, they gave you strong teeth,

1

curly hair, and even funny papers on Sunday morning. But in the rote
repetition of their virtues, I think that we lost sight oT why free
enterprise, why competition did all 'of these things, and, to some extcnt
in ,the process, we lost sight even of what they were. While we knee-
jerked in uniso overHrKe" bounteous products of (:)i- free markets, we

were permitting those'markets tp be encumbered by iall'sorts of things7
/ '..,

Weyere linded by our own rhetoric to the fact that what we were sa ing

i

and what 1 we were\doing were inconsistent; blinded to the fact that i
the ftna analysia, the/free market isiour best guarantee ag inst rising
prices.

' It (s ouldn't rea ly have to take an event an the scale of the il:"

argo y an internat ona cartelto call people's'attent on to the .

f ct th in is only th ou h vigorous competition that the_consuMer.is
ssure of getting goods and services as_the lopesC economically possible

pric . It shouldn't take a stifled, ;nationalized industry to demonstrate

competitio . We,shouldn' have to:WitneSs goVernme misallocation
how much innovation and how much technological is dependentju

fresources i ord4r t k'. that i`'pis only throughnompetition th
we can be sure hat the arcest resources of our Society are being 41
located in accor with s. iety's vales as reflected in otir wiliingn ss

, ,
\.

0
1,

Now these are
\
Ole wond s that competition accomplishes'through the

'simple, but cunning dev ce deny ng'r wards tahim tTlio prOvides the .

tr1:1-

1 i

consumer with relati y litt e sa iefac ion. Anl.out there in the busiress
orld that power t,91, ichhold r.:,,air is werful medicine. But it is me rir " I
ine which'those/Who c;battle, the,feld of business are disincline
o take when it can ba avoided. ome of those people are.very resourc ul

at aVoiding it. There i-, I.can ssure you, very few methods of redu ing
the rigors of competitio which some American businessman has not disc
coveted. and tried, and so e\cither sinessman nog rediscovered and re-
tried. ' .

°,
, ,.\ , A

so
. \

SoMesixey .years ago the gress deci e that: _the business6en's

lov of free enterprise, ibut ha
.t

d of comp t tton, Ikre\bo6h sufficiently
ingrained'in human naturqrto wa rant instil tiona1l accomedations, and'so
the "Congress established,) the Fe er)hi\Trade Commission, and among other

\
things, charged the Commission ith a warning tbe vigitanE.in the
guarding of market freedom.. In so clang, the Co ress reaffirmed the
view embodied so a twenty-five ears before in he hermat Act; which
Was that if tlire were lees freedom , there would be 1 sInterpride, and
if there were les enterprise, we would,, all of us, be worse off.

10 \

to spend ou mone.

r
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Now the weapons whichithe.FTC was armed with were the a

statutes and the power to'Move against unfair and deceptive

the market pldce. And though the Commission was given somew

than a whistle, ft.'s role, in a very meaningful sense,'was analogou4 to

that of a referee. Now today we still, I believe, have the need fo

continued vigorous; anti-trust enforcement, perhaps more than ever before

24
and for all the other sorts of market surve' lance. But today we also,

have another need. Because'today we have nother threat to competition

\, over and aboye the.threat to,competition which deiives from private col-

',
16sive arrangements or prkee-fixing arrangements or what have you, and

--\ that is a threat which in ,all to0 many' instances is,already a rea, ity.

/ That threat is the threat of unreasonable governmental regulatio -One

really doesn't haye to look very hard for examples. /

./.

ti -trust

racaces in
at mor

Our, government, in its zeal to control the nati'on'al trans ortation

system, has laiddown a roadbed of regulation which our commo carrier*

'ha "e ridden to alp brink of b kruptcy and in some cases beyond. 'And.

w t d6 we, the-1141)1Jc, have
silizing bones of a dozen

airline industry Which i

I overnment to protect it fro

service at substantially les
.that because of rha'so-calle
HlaVished 4it over the-'yea s, ou
"knight-in-armor" whO is so safe

to show for it

Or so rail pas
almost tota
ould-be co
p the pr
ulatory-

airlin
at he/cannot walk and has to ,be

.
Th6 unfortunate Part aboUt it,is

ted, nor only t pay to'keep that ,

ration of the cr ne as well. And
been no such thing

hoisted
that the

\ armor s
. furthermore, t until veryfreentiy, there ha

\as pride comp n i,n the inicA-st*e airline induStry. The only choice

which we wer gives -if wed Tere going.to.fly someplaCe was whether we would

prefer to fl Tri4e, Cheryl,, or more recently now, Bruce.

the Pentagon 7- tgeiovernment's biggest spender -- paying

for 4 perewdriyer that it'cOuld actually be buying for

government regulation, which says it's

military materiel abroad.:, And, in

he only offender.

ic1 permits the California Milk 'Producer's

s of fresh skim milk into Los Angeles

Lion didn't like what that milk Might'.

he market inatedd. And wehave pro-

nto his horse with;
public, meanwhile, is e.

iny,,but to! pay fpr the o

at lea
.

etiti

,What we have are thd
enger services, what we have
ly dependent on the federal.
pet.itors willing to liy on

alent price. In fact, think

roteetions which hale bean
industry has become like 4,

When we have

a buck-and-a-half

a buck, and why?
against the nazi
fact,Ithe Federa

,Becabse there's a

nal interest to'bu

Gove ent is loot

We have st to regulation w

Association tok ump 420,000 gall

Harbor. Why? ecause that asso

do to Orices it were dumped o

it

fessional associatiogs'hiding thli

vision,' as in the cafe of the Arlin

recntly apposed easures to

exediblis, candid,statem nt, as its p

th n we Wocild ha people shopp

sa, ing to y

eco omic pro
ici s aggra

rai airli

do have to

',' In short, wha I'

is trou led with 'g ea

Strange governmenta
Why? Why do we hay

around/half empty?
Lr

greed beIind ai,facade Of state super-

tonCounty, Virginia, medical Society

ublish dbctor'afees, and,in an in-
sident explained, "If wad q that,

ng around for ihe lowpit pr lee:"

u thilf is that for a ation that

lems cle dre, we h ve some mighty

citing an already dif icdlt situation.

e fares when we have planes flying

pay five times as much foirthe Same

; N
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drug as my rejgHtbor, joist, because we happen ,to walk into different drug-

... .,
,

st,res' t v should it he cheae4r, to fly from Washington to ,Richmond,
backVirginia,' nd then back to Washington and., then to Denver than to fly

strvigh't t .gym Washington t , Den4er? Why must we. send empty trucks
s!:urrvii-ig ar and the Lountry when there is freight Waiting to\he delivered
and we ate told we must save all of the'gasoline we can? Why'aoes th t
govern it ;)f^ ours pay a back-and-a4talf tor the screwdriver it could
buy fo a dollar? Why do we let some manufaCturers fix prices on ret it
sates despite, our anti-trust laws? , /

Now you don't have to go''very tar before you con find someone who
will giv. vou an answer to a41 of those ques, i ns. But when they do, t t
1 me sugge k. two more questions which 561.1 shou diput to them. First of a 1,

I

is it wo h it? Anti the second questionig,'whose tight is it to decide
;

.s1 whether C-s. worth it? My own viewis that it fs sarely,worth it; that -\,

in,Lmost gses, the cost of the kinds of regulations which create the.6 i

anomalie. I've just mentioned are greater than the benefits; and that,
in apy cent, it is high time we made the costs andthe benefit known
to-tfie nsuming public so that the:consuming public can decide f r,
itself. .

4

, 'Intn many instances gbvernmeptal regulAtion is no less comp titive

.

than'priVateicollusion: 'nor are its ,consequences distinguished fro the
consequences, d private collusionarkprice-fixing. Now it ,may be, a

.as some would argue that in some of these areas the government was
originaTly called,in to correct a legitimate economic ailthent,
frankly don't know that I necessarily buy that, htit even if it'is true,
the governmenthas'turned o t, in thege,instanceS, to be the doCtor who
Came'to dinner and who st ed, and is in the process of eating usOut
of hougesand home. It is too bad that it has taken double digit infla-
tion'to'remind uS A that. fact because I would've lipped that it should :-
haw been Clear all along. But these regulatory pa icies to which I've,
refe,rred, though "costly and irrational, will not ea ily be dismantled,/
becahse there\are powerfu ,interests -- both private and public --

which will fight for, thei ,retention. As the economic issues become
Mixed up'with the politics.of pur legislative process, as they inevitably .

o,_the few whohave'a lot to lose will- speak more loudly than the, many
o have a little to gains And moreover, even if the political obstacles

c be overcome, changes Pti regulatory policies will not bring lasting
benefits t,) the public lfnlesS we develop a clear understanding of'the

0

Ac omit and sP0a1 factors which brought about this excessive regula-
tion in. the firgt place; because if we do not, 'those factor's wil\l either

persi t or recur'and'our, economy in due time will fall prey to regulatory
recidi ism. So very'briefly, let me, ask, what are the origins o sore
of the regulations? There are all kinds of reasons giV 'n.

;

It is argued that some were enacOd-sf protect in ant industri, J
some to protect-conshmers, s!ome Mr natori 1 pgcurity ,urposes,,othe s as
straightforward concessions Co raw, brute, okiticalkilou r. We have
regulations to protect, regulationg\ to pr pt', regula ions to price,
,regulations t.I prohibit, 14e have f deral teg lations, ateregulatio

, .
d

4 ,0
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1
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local regul tions, and regulations enfoi by professional'associations

wtth,the co sent of the governmeq. IT Aug est that while our regulations

have many fathers they all have the:sameaother: kind that is the belief

th t someh w gove nment can do it better. But experience has sho n us

t at this as an inaccurate belief, an inaccutJiate perceptiOn, that it

was a perc ptionithat, I suggest to you; sold'and sells the marke place

short.

ButI the f ct of the matter is that if wet are going to `be able to
1

!
.

,,,persuade the pubj.ic Co put more fcith'in the market place, to. in effect

' ., permit meaningful competItio wh her it be, in our airline industry

4 or we must c rain that thA market place is,,,in 0s,,,

I fact, operating, and oper ti g well. In other ords,.if I may turn a .

full circle, we will not be able to rid ourselv s permanently of the

burdens of regulation un es we have more vigor us anti-trust enforcement'

in the f ture. Because it imply makes no sons tottalk about de-

regulati n without, at the Same time, talking out anti-trust. It will

do no od to clear he decks of government obatecles to 'privatp compe-

tition Iless we als insure that government sponsored cattels alidprice-

fixing ill not be re laced'by private monopoly and private explbitalion.

And tIh t, in a nutphe 1, is the role of anti-trust enforcement. In .a

'sense, If look upon it as preventive maintenance for a,free economy.

egulation and Anti-trust eqzorcement are alternate responses to

brea downs iri the free, market. The difference IS that the latter, anti

true enforcement, I think provides a cure, while the former only re-

- distriibutes and compoun the cost. And chat ts also why I'saythht 't
will do Ittle good to deregulate unless we take fully into account not

7=
.only the economi brit he sqpialiorigins of that regulation... If

restore ompetitl n, but Coil tolconvin e the pu lic_of that lett,

only pa the way to anther rouild of r gulation at a laerrdle.t t tr t

H. 1 , Iv`

Today, in)Ap it of 1975, we in the United St tes=are moving through

a period of,ecOno is hard times. Inth pagt, si ilar circumstances

have led,t

7'
inerea ea i th rnment s involve ent with the economy,

to greaterthe;/kinds o reg lat f inds that I've just mentioned.,

Now,' thrqugh a1,1 o this t ent havS been compassionate, but

too often ; the resu is 4ve cruel As long as that economy of

ours surged ahead 1 ke Ju itry liner, as long as that pie kept getting

bigger and bigger, he inequiti s:and he diseconomies of our action

we e matched by a s eady rise in our s and rd ofqfVing. But today th t

lu ry liner of ours isAead the :ter, at least for the t4ote bein,

and that pie isn't ett nia y bigger an ore., While I don't really ..

elieve that ihe li er s in a y'dap er f sinking, Iesuggest to you that
.

it s time that we 1 to t logi of he lifeboat ,lawyer; bechuse we

are overloaded, and ethiin has to be jetisoned. I think that ,Consumers

all across this coun -of lo s would do ell if wb,could throw pver- ').

board one of our hea lest h rdens and'tha As' the burden ofselffrimposea

inefficiency, the,bu ded ci excessive gov rnicket7ital regulation4 C

.,..

,,

4 1 ,

Thank you very
'4
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ISTS

Despite the ap arent concern about consumerism issues by ri ua

consumer roupi i a ears that much o
e

thi conc has been bah d on

speculation and
,

casua obervations., The 4 a pad of empiri* 1 -!

g

research regarding &ttitudes toward consuTeri

#y
sm. This study is tH'

first to assess the attitudes of business people, consumers, and co umer-

ists toward several important consumerism issues. \ .

Conclusions And Implica ions
, ,,,,,,:, .

,
,

, .

'A major conclusion drawn,frnm this ttudy is
.r A
Ttrat the attitude :of

businessmen, consumers, and pnftsumerists appear to bq stinctly d f-

ferent from each other_in all the,subareas o !consumeri with the os-

sible exception of the environment. Pro-bus less and pr c nsumer

spokesmen often are in an endless debate,with each other \a each g oup
A

1

best represents the consu e. It is apparent rob this f4td that

neither, business people n consumerists closel repre vjoets o

consumers toward consumer/ m issues However, n. three five

subareas of consumerism -- roduct i fOima dvertiii\g'a d the

enviro ent -- consumet atti udea wi e con erab y close\ tb t e att14-
I. ,\_

tudes o co umerists than to hose fbusin ssme On th pter hantx

consume s or not share "the view of onsumeriats r && ding pvernment"

" imposed af\e y standards, the di fic ity pf obtain/
1

rodunt( informir

'stion, go err*Ient regul&tion of bua/in sAs, :nd the a w er

.
/'

pollution c9sed by businaas
. ,

. t\\ /

it\

4



6

4

p.

)-

& /
This results have impdrtant,policy linplicat for consumer gro ps',

politicians and busines peoplp. Oonsumer groups sho' d try h r.Jer o

elicit and the repres nt the.t'views of consumegs. tiros ase sstudi a

are needed sat consumer groups can more accurately re J lite'Pews

of consumgrs', 'Since consumers do-not,_support governmentre u ion as

strongly as consumerismliitetture purports, strongeF "more:'' ffec,Cive
se frregulation by industFy may be a way to reduce censu amplaints

.
.

an ',ayoid further gover t controls. owever, Consumers, o want more
meaningful product 1 armation at point of purchase. .Anothe conclusisa

is that corrective dvertising is supported as a means of re ucing in-
s.

accurate adyertisn . 6nsumers.view product safety as. less f a prdb-

lein than consumers s which,may suggest the consumer groups m nimize efforts

do
/

it anciNconcAt e on areas or greater concern.. Since con umers and

,c,msumerist hay fa rly similar views :bout the enviro nt, this 'in ght,

be the, bagis for increased consum t stippor of consumer sO4ps 1,aa ng

11/

o greater impact.
\

I

abS'thcted by Ka till

8
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LEVELS OF FAMILY FINANC1AL,MANAGEMENT FUNCTIONING

A MUI:TIVARTATE ANALYSIS

Moira Jane Barnett
Pennsylvarlia State University

NN

A major concern in the field of family economics is t ability

families to successfully manage their finances. Finan outcomes

are Z s sequent of certain specific behaviors of families r lating to
a'cothplex of in erdependent variables which are basic tQ nancial

management. 'In u tive , and fro the body of the iitera ure, these

variables ident f the selves as the debt ration, the length oft debt,

the liquid asses Lk and in urance coverage of families.

These vari'ab Pq, en ly discussed in the literature as

being unidimen spects of tnancial Management, ,bearing no r

tionship to an h no depend n 0n any of the other variables

Frequently, th cOnsi eration o e ch variabfe--1 ads the reader to co

elude that it s he sole cause of a certain financial outcome.' In

short, the liters ure generally a ributea certain r ative values of

each variable to success or dys nets n in financial m agement with-

out copaidering the effect of each variable upon theothers or the effect
of the Interrelationships of variables upon 'the consequent financial

come.',
1 ' o" N\

.

e

i

s\atudy avem to interpret family financial management from a

,N multi-dimensional int, It, recognizes that behaVior of a, family ,

, in relaqiop to one var a le cannot tae considered an adequate explana- .,

_ .
, -

tylni:-0.r.caUse of thg o 'a,rved, finandial outcome. Rather, all variables

eact-togeiher and, thetefore, the combination of variables resulting

from a family's financial behdvioeshould be examined in order to ex-

plain the kinan ial out 'One. ' ,
.

v"

Three.1evels
developed in this s

motions of the variable

insurance coverage. Th

cothbinations

eas ciated wi
.\

f fami x financial management functioning have been
dy to 'represent the outcomes of different combine-

debt ratio, length of debt, liquid as and

ss study explores, the idea of identifying the
f variables'and the values of the variables which can be.

h each level of functioning.

/ 1,
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Different behaviors of families produce differentcoMbinations oi
variables, which, in turn, means quiL,the families are' perating aate i

certaio levels of financial management functioni'tg. akidentifying the
cpmbinations of varieles which are associjated with eacrlavel of func-
tioning, it is possible, by having relevant knowledge of a family's
finanCial characteristics, to predict the level of functioning at which
it is operating and hence, to determine whetherCor ectiVe action and
idance is advised, and, if necesary, whet that acts might be.K'0,n,

l!kt the'same time, the financipl behavior of families is not constant.
Decision are frequently being made which may influence their level of
func ioning. Byunderstaqding the components of each level, it ,is also
poasible'..to predict or anticipate the effect of a behavior resulting ,

f ja major financial hecision. The effect of such behavior may be to
t

r 9e or lower a family's level of functioning or to leave the. level un-
changed. !

DEFINITION.C>V RIABLES
*.0 ----.. I

,

Lev 1 Famil Financial Management Functio ing

,

As.level of family financial managem4t functioning is a concept
.d eloped'in.this'study, thee.is a need to define the behavior of
fa ilies ope ating at each level -- high,

-

intermediate, and_low.

i
,

(a) A hi h level of family financial management functio ing corres-
ponds to the f'rst debt repayment behavior described i the inancial
behavior checklist. (The financial behavior checklist is de cribecf

the section: Description of Instruments.) This is the b havior
here families pay all their bills when 'they are due and the always

* lave enoughmoney to do this. 4

1

,

(b) An intermediate leve of family financial management functioqn
Corresponds,to,the_second and -Ch rddebt repayment beaviors described'
in the financial behavior checklist. The second beha ior is where
families pay all their bills when they are due but in rder to do this
hey have to "tighten their belts." (This means they eliminate unneces-
ary or extra-items, such as extra,fo or_clothing in order to have
he bills taken care of that month.) ,

The third-behavior is where families usualy pay all their bills ',
when they are due: .Sometimes, in Order not to cut their budget, t y

have tolet one.or two bills go to the following month. (This mean
theyhave to leave one or twobills unpaid so that their liekTefCif'li

.ing is not lowered.) .

, / .! , V
(c) A low Level of family finanCial management'functioning.correa

ponds to the.foUrth AO fifth debt;repayment behaviora described in i

the financial behavior checklist. The fourth behavior is where families
usually pay their bills when they re &ie. Someamet they cannot meet
one or'two bilis even after "tighte ng di-eir belts.": They usually let
one or two bills go'to the follbwi onth. ... N

17
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fift behavior is wkere families have "tightened...their belts"
as fa ble. They cannot meet all their bills when they are

hev from preylous months:

of the leyel of family financial
ent variable, th'e financial behavior
this variable.

dup.- w ys have bills/to pay

Following the conceptualizato
management functioning as the depen
checklist waS constructed to measure

Families classified thems l s into high, intermediate, or low
levels of family financial management functioning. They were asked to
check one of five categories on the financial behavior Otecklist which
best described their debt repayment bdhavior. For the analysis of,dat'a
the4ive debt repayment behaviors were collapsed into three levels of
family financial management functioning.

.

Behaviorsq, 2 and 3, and .5 and .corresponded-to high, intermediate,
and low 1pvels-of family financial management functioning, respectively,

\

Length of Debt

The length of debt was the number of months from the incurring of
rent debts to the time of the interview, weighted by the monthly

p4yment on those debts. This past aspect was considered appropriate
since a family's present level of financial functionin was, in part; a
result of past managerial behavior.

Liquid Asset Holdings

Liquid assts were defined as
accounts at ban s, savings and loan
certifications

N. government bonds or sec
cluded as such (assets could be

, financial emer6ncy.

lances

socia
osit, U.S. savtin s bon

. 0ips or

. .

it'chec ng accoUnts, savings
ions, o credit unions,.

s, and they corporate or
ly liqu d assets were in-

into cash in aely Convert

, .
),

.The sum of liquid assets as defined was the data used iri,gte- analysis.

Insurance'Coverage

The holding ofinsurande was considered important in maintainiqg a
high level of financial management functiohing sit e-<the coat of unex-
pected expenses could then be'spread over many yearsrather than neces-
sitating Large monetary eXpenditures at any one point in tiolg.

\ 4

Insurance covers,

being that they could hot
loSiSes, if incurred, were gene

family

\

included five ar
anticipated y families an

Ily great and/ could save
financial management fu tioning. For the purRses of this

study it s simply ascertained whetberlor not families c rried each
type \of ins rance.

a of risk, e nature of these.
also that '

ely disrupt a

I

8<
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The five areas inc ded:

(a) automobile insurance
(b) homeowners or tenaninsurance,
(c) medical insurance
(d) disability in ome insurance

(e) life tnsuranc

Debt Ratio

bt ratio. was.defined as the percentage of monthly-after-taX-income
whi s allocated to debt repayment, excluding mortgage debt. 7'

DESCRIPTION .OF INSTRUMENTS

Financial Behavior Checklist

The financial behavior checklist was developed for use in this p

study, in conjunction with another study, to obtain information relating
to the level of famik financial management functioning, the depelpent
variable.,,The checklist represented the verbalization of families debt
Kepayment behavior -- different methods of handling debt repayment. coritxes-
pbnding 'to the behavior outcomes .of different levels of. family financial' '

management functioning.-,The.checklist described fi e dekkowayment
behaviors. This included'all ppssible behaviors an therefore.corres-
sponded to levels of familfinancial management- functioning ranging
over the entire,continuum. (See Appendix A)

The Questionnaire

.The.questionnaire was designed to collec data o famil s' liquid
assets, on their insurance coverage, on their debt rep ymenta and the
length of time\they had been paying on existing debts nd, f ally, on .

their income. 'Thp information was used to determine th `in ndent
variables.

,/ HYPOTHE-&lt-AND SOVY PROCEDURES

at Was hypothesized that
funcAoning was a function of
the lici%kid asset holdings and

the level of family financial management
the debt ratio, Ulf length of debt, and
insurance .coverage of familiei.

anformationen,all variables was obtained by personal interview
, .

6 and questionnaire. A random sample of 250 names was drawn from a total,

/
I of 1397 employees of an industtial company in Lancaster,Tennsylvania
However, complete and usable data was collected from only In flpili s.
The decision to use the employment list Of an industrial camper s the
population resulted in a final sample of families having arac eristics I

of education, occupation; and income which appeared commonito* nY U.S.
families. Wages comprised the primary income sourceand.f 1 fes at
all stages'of the life cycle, except retirement, Were includ d.

19
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Fourteen female, interviewers, trained over a two month period,, asked

respondents toigentify their own finanOial behavior as described on the
financial bcbhaVior checklist and also to give verbal answers to the

questionnaire. Fortysseven familiei classified themselves into a high

Level of functioning, 27 into an intermediate level, and 24 into a.low
levet.

14'
.4 ANALYSIS AND FI INGS

A discriminant analysis
'1Itechnique was uebd to test the hypothesie` .

that there was a relationship between the). vel of family financial

management functioning and independent variables. Since this rela7'

tionship did exist, discrimi ent analysis could be used in this study
for two purposes:

/ .
, ,

.

(0 to predict, to whith level of functioning a family would belong
on the basis of 'its debt,ratio, itd length of,debt and its N

liquid asset and insurance holdings, and

(b) to find ,the variable or which were most important
in classifying families in O particular levels ,of functioding.

Classification Matrix

The itst output of this anal lie was the c ssification matrix. --"'

This give the number of correct a incorrect classifications of fami- ,

1 lies int =levels of functioning,on the basis of the families debt ratio,

Ilength

o debt, liquid asset holdings, andtinsuranq coverage -- the
greater the- percentage of'correct classificat ons, the more distinct

are the leveli-.'

i . / ,

,

le 1 gives,,the normalized classification matrix for this study
/ Ta

/
shOwing;the correct and incorrect classi ?lcations. Figures along the

I//
principal diagonal represent correct classifications while figured off

this diagonal represent incorrect classifipations. -,Total correct;

classifications of families into their correct level of functioning num-
;ber 62 or 63 percent. -

Table 1 shows that for A high level-of functiOning, th tAnobability

of correct classification was .72. In ptherwordp,,the model could

discriminate. between families,-at different levers ofirunctioning so that

families operating at a high Level had a probability'-of .72 o being

classified as .operating at that level. gimilarry, families operating

at a low level of functioning had a probability of .71 of being classified

into that level. The Intermediate level.\of functioning appeared to be,

less cfearly defined as the probability fOr cgrrelet classification into,

that level was much'Iower at .41. This means that only 41 percent of

families operating'at an intermediate level of functioning would be

classified into that level and 59 percent would be incorfectlyc).assified
into a highor a low lev l of functioning. The probability for correct

20
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classifightion of families ,into a high or,a low level was therefore much
treater -than into an intermediate, level. The table shows that families
at an-intermediate level had a closer asso iatiOn with families at.a
igh level than with those at a,Low level of functioning,. This suggests
hat the financial characteristics of families (*erating at an inter-
ediate level of functioning tend to be more siniilar to those of
amilies operting at a high level than those orierating at a low leVel.

TABLE 1

Normalized Classification Matrix for Four Variables
and Three Levels of Functioning

Actual Level'of

Functioning uigh,

High
1

Intermedilte

Low

.37

5

Predicted Level of Functioning

Intermediate, Low Total

.15 .13 1:00

.41 , .22 1.00

.71 - 1.00.08

TOtal correc classiftcartansf.-6i

'Percent corr, ct lassifica ions = 6fl%

/.
'

determined
liquid ass
lies into
rectly'cl

Ax
2

tes

the classifi
in connection with

ation matrix,, indica
n the basis of famili
t and insurance holdin
heir correct level of
sified by chance.

Discrimi nt Coefficients

ha c nt'Lgency table p epared from
d that he discminan _ftt4tiots,:

Si debt flail length` a debt, and
s, claiiifie4 a greater4number of fa

functioning than could have been cor-

Tab e 2 presents a most useful outpu
of discriminant coefficients. The valtie
the effect of the variable in classifying
functioning.

of the analysis, the table
each coefficient represents

amilies.into each leVel of

Certain family financial ch aracteristl s can be observed -by leckifig
at the extreme yalues of the discriminant coefficients for each variable.
A variable contributes most to the probability of classification into
that level of functioning for which most positive. Conversely, a
negative eoefficient indicates the extent to'which a variable is not,

to be associated with a particular level_of functioning.; In
Table 2, there are no negative coefficients which'indicates that no,

,21
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level is negatively assOci ted with any v riable. Association between
11 levels of,funztioning./a d all varkables is positive but differs in

trength. Variables whose c efficienta are near zero for any .evel do
t much.affect the prbbabil ty of claSsification for that level.*

An analysis of the discriminant coefficients in Table 2 produced
following profiles of fam lies at each level of functioning.

High le'vel of functioning Families with the broadest insurance
c verage have the greatest proability of being classified into a high
vel of functioning. Length of debt tanks second in importance in

assigning families, to Ethigh level; Hobwever, this variable contributes

much more to clasgifying fimilies into A low level than into a` high

level. Liquid'asset holdings contribute more tb classification into a--- _
high level,than_into any other, level. Families with the lowest debt
ration aremore likely to be classified into a high level of,function-

..

ing.

TABLE 2

Multiple Discriminant 6)effi
of Functioning and 4

ients for 3 L/eve/l/sr

ariables

lables

iquid

2. Insurance

Debt Rat

. Length o

Discriminant Function

ti,nerthediate

0 4664

.650--

3188

214 .

.2332

980

0.75'3v

00163

Intermediate le 1 of functioning."-One could expect
values Of the discriminant Coefficients were noffound at
This is true-for two variabled% inSuance and del ratio.,

the other two variables, liqUid assets and length of debt,
cients for, an interakddiate level were slightly lower than

cientslo.f.#enext lowest eygl.
?

0.3 25

1.3274'

1.0278,

that extreme
this

However, for,
the coeffiL
the coeffi-

Possession of, insurance tributes most to The probability of

classificatibriinfo this1evel, Of lesser importance is ,the,debt ratio

4,ength'of debt tends t be shortest for these familfes and

,their liquid' -asset discriminant c fficient represelits'only a weak

classifying variable.

3 4
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Low lever of functionin . the. larger the debt ratio and the longer
the length of debt the greater the probability of families being classi-
fied 'nto a low level of functi nIng. Families with the lowest insurance.
cover ge are also likelyto be lassified into this level: Liquid asset
holdi gs are less important tha any other variable in assigning families
into low level of functioning.

'I followillIg points briefly strrize the above;
\

,- .

I. Insurancys mist 'positively related to a high level' of function-
ing and has the weakest relationshik,with a low level. of func-
tioning. , . .

.,
. Liquid assets are most positively related tel a high \level and

have the weakest relationship with an intermediate level.
'3. Possession of insurance hras a greater effect on the probability,

f 'classificationintoAa high level than have liquid assets.

4. debt ratio is most positively related to a low level of func-
ioning and has the weakest relationship with a high leVel.

5. 'L nth of debt is plost positively related to a low lever and
h s the weakest relationsbip-with an intermediate level. . .

6. The eff\ ct of variables on the probability of Classificaeion
into an intermediate level of'fhnctioning is generally inter-

------_____inediate of the effect on "a high and a low level. ,
li

,

T le 2 presentsthe value of the coefficients for insurance as'

being,ery high relativelto the values for the other variables. This is
particularly -lie case for Liquid_aasets PhoSe-tbefficient vailuep_go down
'in the same directii on frbm a high Level to a low level as d those for
insurance.' ,

is
Ho er,`it seems likely that insu anbe ma be ref le ting an under-

lying, ns ecified characteristic of f iliesas well as heiripOssession
of insur \ .. ,7

types., ramilies who have maximn financial protection may
_ /

e those o e economic behayio is strongly ared towards security.
,

I surance bereflecang some of the social d economic characteris-
/s of f his that are. common looked at endeis such as age, sex,

tal star
t-of ex

inome, length me, on the Jo aiming versus renting,
am g debt a d Ras p ent habits. These quantitative fac-
tor re prox 'es.fo pers nal (.rote
abil to pay, willlIngn ss to pay,'

to re . ist the tmpta4on of ovarborro pg.

lly oriented)\factbrs such as
ilit4 to manage a debt' and ability_

I surance may also\'\be a proxy for he same internally orie,nted.s
factors 'resulting in the,higher values r the ,discriminant coetficients.

. , .

.
.

Figu e 1 is a diagrammatic presentation of the-concept'of familks.
financial nagement,behavior fret YmUlti-dimensional viewpoint. It
incorpoa tes the financial characteristics of families at each level
of funct oning based bn the interpretation of the discriminant coefficients.
Figure 1 shows ,different combinations of the four 'variables As they re-.
act together tb produce,the three levels Of financial Rahagenient fupctibp--
ing. It also shows that thelhterreiationship among the vaiiables is,

. ir ,

4 %-,"'
. ,' - ..

I 23
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not constant. The values of the variab es may change res4ting inithe

formation of a new combination which fen then be associated with a

ifferent level of functioning. k

Th.e Means
7---

1
The discriminant coefficients Ire more sensitiv4 measures or

determining the financial cltaracterilstics of familie at each 1 vel of

functiOping than is a table of the means. However, t is intere ting

to analyze the means of the four variables for families operatin at

each level of functioning. The means are presented,in Table 3.

The mean values for liquid assets and irisurano/e are greatest or

families operating at a high level of functioning and lowest for
families operating at a low lever. At a high level]. the mean- asset

holdings Of families was $3635.5 whereas the mean asset holdings at a

low level ../as only $366.2. The mean values for insutance indicates that,

on the averagg, families at agh level possessed 3.5 types of insurance,
familieq,at an intermediate revel possessed 2.9 types and at a low`

level families possessed only 1.8 insurance typeS. These findings

suggett thatfemilies operating at a high level of functioning tend to
be in a more-financially secure position than thOge at a low level. The

families at a }%igh level of functioning would be better able to with-
stand unexpected financial adversity whereas families at a low level of
functioning are particularly vulnerable in situations where unexpected

expenses arise.

TABLe3

Meari Scores for 4 Variables and 3 Level oE Fun tioning

No. in Level

Variable

Liquid assets

Insurance '

, Debt retio

Length of debt

fibTern/..se,..

High Intermediate Low Total

47
,

27 24 98

3635.31'
I

12:943'

The can values for .debt

fa ilies perating at a higb
s at a. row level of func0.
take -home pay allocated to

1797,036: 366.250

. 62 1.875

11.7i0 18.147

, 4

12.068

tio.and length of, debt are lowest for
.

el of functioning\ad high0' fbr fami-

ng. At a high LeveAthe mean erceyeage

b't repayment was o45r 8.1 percent. For

7
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.
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familiestikt an intermediate level thiS mewl value was a little higher at

11.7 percent. However, the mean debt ratio increased consider bly to
18.1 percent_for families operating at a low 1pvel of functioning.

40
For families at high and intermediate levels the mean period of

time over Which debts had been incurred was 12,9 months and 12 months,

respectively. But families at a low level of functioning,had incurred
debts, on the average, over .21.9 thonths.. ,Thus families at all high level 1:

could be expected to alldcate.a relatiYely small amount,of their income '""/

to debt repayment, the 'debts ,Extending over, a relatively short period

of time. On the other hind, families at h low level could be expec" d
to allocate a relatively large proporition of their income to debt re ay-
ment which extended over a much greater period Of time. This indic es

that, in a situation of financial stiess,fam& ies at a high level ould

be better able to redirect current income to h 1p alleviate the problem.
However, families at a low level, having r4duce their flexibility in
regard to current income because of the ekient nd the length of their
indebtedness, would be unable to halt,the deteri ration of their finan-

cial position. Also, since the liquid asset hol ings an insurance

covertmof these families was low, hey geneiallY diep t have emergencyy
funds and protection as a 'cushion of 'financial relief" which

was a Characterihtic for families at a .high level. 4
\

coNclu8achNi'

9

IMPLICATIONS

Conclusions.

The overall results appear to include some un ected \findings. -

From the interpretation of the, discriminant coefficie is it seems that

all variables were able to discriminate between family s which Fete at
"different levels of family financial management functi ning. The bulk

of family financial management, literature indiCated that the debt ratio
was by far the most impqrtant variable to look at when evaluating a

family's financial management techniques% ,The lieratureigenerally.
placed lesser impdrtanc asset holdings and insurance cover-

age hndthe va iable, len h o whs-rarely mentioned.,

,

However;,

an intermedi
two variable
distinguish

. of functioni

ind

to rvq'i of funct

rather than, the., .

ell between 4 high,

g.. "

ate that, although the co
ning oc pied the lowest

ermediate, position, all
vel of functioning and

!The .nah c 1 be1iav4 chec

level of'f ly f eneial'M.q.na

valuable t 014 uitivelya;d
tain varia le e came tio b\e,a

financial.mana ens.. Fam1lies

functionihg,substantiatingthe\
checklist proved an adequate. me

dated as an instrument to measu
functioning.

effic4ts for
position,for
varia les did, 09

a law 1061
\A.

list, eveloped n this stud p eaSIre

entju ctio4ng, as,proVed to bye a

ftoM'the body of ejiteratUr , der- \

SOci ed with suOc,as a 4 dysfunction in

ere assified,intodiferent le els of j

recta of the iter ture. ,s .e \

sute 'of these le is was furthe 4gli-'

el.eyel of, amilyofina dial 'nagement

, 26 1,
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This study c ncludes that thesiev 1 of family financial management
functioning is rel ted to debt ratio,. ength_of debt,\11444.asseti
holdings and insur nce coverage. Much inancial management advicelitera- ,

ture has been wri en based on observat n without controls. This study
has,shown empirical evidence that adviCe of money management experts could
legitimately consider more multi-dimensional aspects of family financial
well=being. ! ,
,, i

, ..
.

1

.

/

.

,

Since,overall financial characteristics of families in each of the
threelevela of functioning id known, thie,permits remedial action to
be undertaken in order tdtaiie (or lower) a family's level of functioil-
ing. For example, a family in an intermediate level,wh ch has adequate
insurance coverage but'a low amount of liquid assets a a high debt .

ratio, could move into a high level of restricting add tional debt
'

commitments and adding to its savings account the mod released,from
debt repayment. .

,

,
e ,

5

The practicvalue of thitetbdy-itRy be, of pr s ry importance o
individual familie 'wish to have dome control ove othe various a
pects of their fina AaVior. Understandin the inancial char(- \\
acteristics of 'a hi h le eI Lrof functioning, indiv dual amities may i

- 7
wis'h to assimilate into tair behavior the co binat n of variabls
-which Produced a high level of f azic:Isfilnction ng.' Th study pre-
s nts the opportunity for evaldatfv iaeratio of a f i ces,
r the cor ect remedial action to he taken by a.f ily which wishes` o
ise its 1 vel'bf functioning, and for a family t plan itportant

\ands' b aior in the light of its future level of functioning.

tr

0

0

7 ' . f
,,

Family financial counseolrs and educatore'May,also benefit by
in greater insight 'into the multi-dimensional aspects, of finbncial
management. Family financial conselors,,as they advise clients on th
Maintenance of a high,level,of functioning or diagnose' the financial
problems pf-families at a low level of functioning', may be better able
o\advise',the allOcation ofmoney between,

to.mintimizi the possibility/
credit payments, assets and

drance, and o in der
o future disaster. ,gducat rs may wish to explain and empha-

expenditurap
,

1

si e'to their students the inter,relationship,between thl variabl s
1 .

e

i 1

!
I

r searched in this study and th 'ir impact on overall financial o tCome. -

r...

I r 't;,t7 ' C)

,
1

\
v

....-, , I..

4 \
, , !, , SUMMARY
't- , . ,

.

Ttie.Varableg,\,debt ratio,-length of debt, liquid asset holdings !) .
,

1

i
Lf-and fnsuance coverage are identified as being components, of family

\NKta?'financial management fundtiphing. This study, interprets -family financial
6 ', management fiom a multi -dimensiond viewpoint. It recognies t t these

1 .' ...Variables rea together and, ther fore, the combination of, vari bles, ..)

resulting fford a family's financial t:havior should be examined' n_ordcr ..)
to adequateli,eplain the 'financial outcomes Three levels of family

1

fine cial'nainag nt functioning hark been developed.tci represent the
,.., 1

oUtc mes..,Of diff rent ,combinations qf' he variables.
,

4, 1
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Discriminant analysis was used to tast the hypoth sis that there
fas e'relationsh. between the level of family financi bnanag mtg

unctioning and the debt ra io, the length of debt, the liquid a sdt
'r hOldings and the insurahce, coverage of families.

. "S

,.

The table
,

of discriminant coefficients was among the output pre-
sented. .,,Each discriminant coefficient represented the effict,iif each
variable in classifying families into each level of functioning. An
interpretation of the coefficients indi aced that the financial charac-'
teristics of, amilies at each level of tinctoning were the following:

.
i

-JP

. ,

\

a) . high vet ofk . -

funct ing -

\b) Intermediate
1 level of 1

functioning

c) -low level. of

-functioning'

Knowledge o the ,financi

the three levels of functioni
order to raise (or lOwer) a f
fundtioning. This may be use

/ financial counselors and educ
a diagnostic tool and as a t

.

broad nsuxnce coverage
high'l uid assets .

low deb ,ra io
moderate,le th of deiht

moderate ns ranee coverage
moderate d b ratio

\ low liquid ssets
short length of debt

)4ghdebt ra io
l Ong length o debt

\\

neixow inOnr cat coverag

moderate,liqui assets
t

1 characteristics o
g permits remedial a

ly's level' of

ul to both\individua
tors in their planni
Ching aid.

9

4 0

fami ies n ea
tion to ,b tak
cial Manag ent

families,, amity

decisicT
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Appendi

FinancielBehavi7r Checklist

CHECK THE SITUATION WHICH BEST DESCRIBES THE WAY YOUR AM LY HANDLEa,ITS _

DEBT REPAYMENT????
1

.

We pay all our bills when they are due and We aMys seem to have
enough money todo this. 1 ,

, .'.

17e pay all our bills when they, are due but in rderio do thistwe have to "tighten our belts." (This means w elim.nate unnece
slry or extm\items - like extra food or cloth - in order to
g t the bills taken care of that month.) / \

,....-.

We usually pay all our bills when they 44'e due.

order not to cut our budget, we have to let one
to the following month. /\

J

Sometimes, in
or two bills go

4.' We u uall pay all our bills when they are du-a Sometimes we
cann t meet one or two bills, even after "tight eh ni our belts."-
We u ually'Aletpne or' two bills go to the foll win i month. .Q

5. W h Ve "tightened out belti" as far as possible. We cannot
m et all of our bills when they are due. We always have bills' to
p y from previous months:

4 3

0
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11/
% . Introduction and Outlines of Workshop

4 , How does one evaluate consumer education resource materials?

\. ,

\

The basic problem in a primitive or bare subsistence level economy has

\ 1

been the plIccurement of adequate food, clothing and shelter for mere sur-

I. vival. ThUs, the energies of men have had to be directed toward that goal.
Today ih W stern civilization, and in more and more of "er are s of the world

more and m e person are not only able to secure the sic f i clothing

and bfielte , but have en able to develop a surplus o funds tch may be

spent In otae of many di en ways as the individuals so desire Additional

funds forAdtscretio4ry sp- ing are now available to ny peopl but. at

pro-

ducts and services hAve almost overwhelmed_ the consume, both as to what to
the same time the proliferatio and availability to vas scores f4new pro-

spend tiisbmoneY on, And how t decide what is the best buy'amonglatigilAr --

products or servicesi,that wilnmeet his particular needs., Thus has dOeloped
the necessity for good, reliable sources of consumer information to_pide
the consumer through the labyrinth of'the market place.' s

-

RESOURCE MATERIALS FOR

Dr: Stewart
Chairman

Depar ent of Economics and B

j/
Geneva College, Seaver 'Fa

ONMER/EDUCATION

Lee

diness AdmihisgraEidn
ls, PennsylVania

. - .

. The basic problem confronting the consumer educatdr in_cHbosing.sources

of consumer information is4the same problem which confronts the consumer
when he enters the ma;ket place -- this is how to evaluate all that is

available. The success orfailure it the use of source materials will be
dependent upon the degree of success in the evaluation of sugh material.

,In evaluating materials,the consumer educator htis a limited number of

choices: He can merely accept S\as reliable whatever consumer materials het

becomes aware.of; or he can reject all such materials as the prejudiced

olplons of vested interes s.- The consumer educator who accepts'either of

t,
these,two.alternatives wi 1 fail'in his decision-making procesSI.n the mar

ket place.

. .

The acceptance of the sources of cohsuMer information should be based `

not only upon an intelligent, cautious, and skeptical evaluation of the
material, but it should also be based upon as much information as one can

4

2

1
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/

find concerning both/the writer and, the organizations 'which are,diairibUting

.

.
. .-.

such consumer information. We) cannot be all-knowing in ail areas, bo we have

to accept the judgment of other persons and other organizatiohs many times.

and the members of my family switched iirands of toothpaste a few'
years ago when the Aperictn Dental Association's Council on Dental Thera-
peutics issued a statement recognizing' Crest Toothpaste to be an effective
anticaries dentifrice. f.am in no position to evaluate the effectiveness of
dentrifrices, so I must follow a hit-or-miss policy, or have enough confi-
dence in both my dentist and the American Dental Association to accept their
judgment., This is the type, of decision-making process we must all follow,
if we are to'have a degree- af.success in the market place:.

,/,
,

I hate been quite satisfied when I have written to a_producer for speci-
fic, infartation and prides for a product which I am interested in purchasing.
When I waa shopping for, an automobile, wrote to the manufacturers for pfice
and product information and was inundated with both usefUl Ehaecific,priCe
and specifications information, as well as advertising brochures. Again I

would suggest that these materials of the producer by used with selectivity.

Consumer .information is ;lade available by government, husiness,And by
private, non-business sources. The materiali are available for the persons
interested enough to seek them out and make ugeoof them, but the availability
of them eans little if the consumer does not avail himself of these materi-
als. If e does make use of them, it is.essential that proper evaluative
'procedures, re used.

Having a ilable many sources of consumer information is vital to
intelligent co sumption, but the ability to analyze thebematerials critically
is the,basic Pr equisite to their proper use.

Outline
1'

e

1. An evaluation of audiocvOu'il- ist, book list and periodical list.'
2. An exhibit,and discussion,bf ples of deceptive packaging.

3. A showing of'a selected group of audio - visuals taken from the following:

BE A BETTER SHOPPER = 100 slides, color? 'about 90 minutes, 19671, price
of $20 includes slides, Leader's Guide, k1450, which includes all pic-
tures and script, a set of Better Shopper Record Sheets,, a'Cost-Weight
Table, and a ",Be a' Better Shopper" Eulletin.' -(Note: Also available,in
eight 27 min., video tapes and 16 man, films). ObrnellUniVer ity,
Mailing Rola; Building 7; Research ParifsIthaca, New York, 1.4

..,
. .

THE EXPLOITED GENERATION -'Filmstrip, color, 1969; with cassette or'
12" record, 2831 min.,. $35.00., Guidance Associates, Harcourt, Bracb,

I

eti World, Pleasantville, N.Y 10570.

ti
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THE OWWHO GAVE'A HOOT - Consumer fraud, 15 min., color cartoon, 1967,
free loan. Produced for Office of Economic Opportunity. May be purchased
for $40.52 including reel,,canf'and case from Consblidated Film Indus-
tries, 959 Seward St., Hollywood, Cal. 90038.

'THE MONEY TREE = 20 min., color, movie,, 1971, $260.00, rental $20 for
3 days. Aims Instruttionil, Media Services, Inc.,' P.O. Box 1010, Holly-
wood, CA 90628.

.

TRUTH IN LENDING: INFORMATION FOR CONSUMERS - 14 min., filusthp, 93
framep, 33-113 rpm 12 inch record,.,colot, 1970, free loan, $10 purchase.
Federal. Reserve Banks and Federal Reserve Branch Bat.

AUTOMOBILE INSURANCE - fflmstrip, 57 frames,.33-1/3 rpm record, 13 min.,
color, 1971, $5.00 to educators. Director of Edudational Relations,
Insurance Information Institute, 110 William Ste, New York, N.Y. 10038.

INSURANCE' FOR THE -HOME - filmstrip, 60 frames, 33'1/3 rpm record,.11A
minutes, color, 1972, $5.60:. Director of Educational Relations, Insur-
ance. Information Institute,-,110 William St., New York, N.Y. 10038,-,-

. CONSUMER SENSE - a ten- cassette series,,. 18 -22 min.each, 1972, set of
ten $85.00 includes 30 student workbooks and teachPr's guide with stu-
dent response sheets..,Coranet Instructional Films, 65, E. South Water St.,
Chicago, IL 60601.

4. Closing with 'a discussion of what is felt by the speaker tol,be the most

IMportant aspect or.consumer education and that is an understanding.of
what is meant by and tie iMgica0Ons of "patterns of consumer behavior,"
as illustrated.in the following illustrationss

.1 ARE THE WOMEN GUILTY ?.

The late Mrs. Walter Ferguson wrote in'the New York'WORLe`TELEGRAM: /..'

"We hear that scientists are workih& to see iftheicSn 'find out4what 1.s
killing off so many-men.in.the prime of life:, _That's a real easY'one. Ws.

...

the women. , ..,
.

,

We
.

. ..
.

We aren'''E-doing'it on purpo , of course. We'love having mink coats,
two air-conditioned cars, large. ouses with lovely gardens, stylish clothes
and all the latest gadgets in the kitchen. ,It's killing,the men to supply
them. The pressure offietting 'things' for their women and gratifying their
own material wants puts them in a.rat race. ,,, ' .

1.

.

Looked at another way, it seems that'men commit deliberate suicide as
surely as if they put a gun to their Meads. They ilve geared our economy to
tie wants of theAmerican public which must be constantly increased.

. ,

The person who is satisfied,with what'hehas,it now regarded as a menacesatisfied
.

to industrial progress and the next thing to a moron. I doubt that the findings

Of scientists will help much in this tragic dilemma. At least, until the wives,
in this country decide they'd'rather keep Papa thah keep Up with the,Joneses."

.1 .
., \

,
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, I would like to closeturith\this ode of George antayana for your

consideration. (Ode iipt1923)

My hear rebels against y generation,
That tal of freedom and is slave to richas---

'neath each d y'stgnoble burden,
#. Boasts of the morn

No space for noonday rest o midnfoght,wathes,
No purest joy of breathing der,heaveni
Wretched themselves, they hea ,,to"make theMi happy,

Many possessions.

.4X

A
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CAREER OPPORTUNITIES AND

IN,G IN CONSUMER AFFAIRS \\

Dr; John Burton-\ 1
o inator of Business Administration

\, anchester Community College
V Manchester,\Connecticut

\
\ .

, ,

Pr or to 19§p, careers in/the consumer field, we
existen . However, consumer agencies began appeari
the eerily sixties!. Studies by 6 Conference B

( .,

the late sixties and early sevent
emerging high on the orga

whose,products or services were bei

072

all ,but non-

iegoVernment by
revealed that by

s consumer affairs functions were
n c arts of ..a number of large companies'

g sold to individual consumers.
Because the. career field of Consumer Affairs Professional8 (CAPS) La
a relatiyely new one little is knoWn about\it.

r r

Little research has been conducted about CAPs. The 5onference
,...---'''/Board2 made one study, of 149 consumer affairs department'S in 1973; and,'

in 1974, a study of consumer affairs directors in over 150 firms int.
the elds of manufacturing, re aping and service was made. Other
stu ies are now underway concern sng.consumer affairs directors and de

. par in business. None of these studies in the .business area con-
cer CAPs of lower rank than director and none are concerned with the
large number of CAOs in government employment,

This study att empted toqill the void in knowledge about, CAPs, and
in doing so,to present information thatcambe used in preparing CAPs
.,for workin gusiness and in government.

r,

Stat ment of the roblem.
1

'The purpose of this study Was to determine the functions of consumer
affairs professionals in business and in government and to specify,rhe
education and the.eiperience required to carry out these funCtins. It

was designed to provide information to serve as the basiI.for answering
the following. questions:

. 4 8. .
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1. Approxim tely how'many;CAPs are employed in government \

consumer gencies and ia selected larger businesses?

2. What are the functions of consumer affairs professionals?
Do theAe functions differ significantly between business

and government?
1

.

-3. What are the minimum experience reqiiiremeOta for a

career as a consumer affars firofessional?

1-4. What level of degree and in what field of degree are
.preferred for consumer a#fairs professionals?

5. Do consumer affairs pidfeSsienals in b4irless come from

within ofOutside the firm?

6. 41WhaE compensation
expect to receive?

y a consumer A airayrffessional

7; What special competencies, if an , are required of
consumer affairs professionals?

.\ What is the future employment need for consumer affairs
!professionals ipsbusiness and inrgove7meny?"

, M v

. i .

Need and'Importance of. the Study '.

e

.1
, -, . .

Sihce the career of
.

relativelyCAPs is a elatively pew one, Info tion is, -.

.

needed concerning the'preparation for field, the functi414: performed

on the job, and future career opportunities. ,is information couldtfien

be used by educational institutions to develop-programs for persons.preJ.
paring to become. CAPE.. Also helpful would 1:4, owledge Pf any special ,

4
compeiencies needed to be successful'as.a CAP. , 0 . . t, -, .24 I i

Individu contemplating careers AsCAPs also nee'infarmation about
the ndmber, t c and,, location of job opportu i es available, the exper-

ience and educed, al backgrOund required, e e#tpected pay range, and the

varioa functions 'a CAP. ' 1

. . . .
Government dgencies and businesses; with the knowledge of whit other

agencies and businesse arq, requiring pf CAPA,.can then better organize
and staff consumer agen4es in government or consumer affairs departments

.,,

in business. .\

G

. ,

CAPS need as much information as possible concerning their profession
4,

and the people who practice it in order to enhance the pfofessibri's

identity and .also :to advaaCie the profession.- -

Procedures

Ma iled questionnaires werd.used to gather data .for this study.
.

Separate questionnaires were developed for government consumer agencies
,
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and for consumer affeirg,departments in, business. OBoth questionnaires were
designed to elicit inforMation to answer the queitions Tisted-in the
purpose of the study. Ile business and government questionnaires were
designed to be essentially similar to each other, in order to fac lithte
comparisions between the CAPs in business and the CAI'S in government.

The gdvernment questionnaireS were sent to-,the heads'of the 31
consumer agencies (branch offices excepted) listed in the 1974 editi'9n
of the Directory, State, County and City Government Consumer Offices\
publidhed by the Office,* Consumer Affatrs; Department Of Health, Edu-
cation, and Welfare. Third `list was supplemented by a list of federal y

\ only a quasi - governmental agency, was included

consumerencies supplie0 by the Office of Consumer,Affairs. The U.Sj,

Nstal S although
in the government.section of this report.

The business questiolnnairea were sent to,1,455 businesses. This list

obusinesses was obtained fran the following sources:
. .

FORTUN Magazine index Of the 500 largest indu trials
n

FORTUNE agazine index of.the second 500 largest industrials

FORTUNE Magazine index of the "Fifty Largest" lists,(thiS list
_includes ith \-50 largest firms in each of the'foLlowing six

/categories: \\commercial banking companies, life insurance
.companies, d verified financial institutions, retailing com-
panies, trap portation companies, and utilities).

Society of Consu erg Affairs Professionals membership list.
155 persons wh, Mere in the scope of the study yet. ere not
associated wit firms'Aisted in the FORTUNE indexes mere

contacted. On y one'SOCAemember per firm was included.

Approximately one- alf.of the government agencies responded to
the survey. Slightly more than one-fourth of the businesses contacted.

responded to the questionnaire. Approximately one-half of those respdnd-
ing reported having .consumereffairs department 's and /or consumer affairs

professionals; The SOCAP sample had the highest response percentage --
by definition, SOCAP members in business are involved in consumer affairs.

The majority of firms listed in the FORTUNE indexes do not by

,nature, come into direct. contact with the consumer and therefore have

no perceived need for a consumer affairs department and/or CAPs. Many.

of, the firmd do pot Ike consumer foods or peiform services for consumers; "

many are holding tompanies and on/* their subsidiaries have contact with

the consumer.

\ A
, ,

I

Additional Information''
4

4,
N

o.
iMany businesses, in \respond'ng t the questionnaire, supplemented .

their response with extensive c nts concerning the role of consumer

affairs professionals in business, xcerpts of two of these letters area

''
4

.

'f-
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reproduced here because the re earcher believes th
e bus ne s reepondeIts cons.tone of what manyiof t

aConsumeraffairs prof ssiona4to\be. Tfi _first,

ofithe nation's largest etailers:

I dot there ievanyleingre--executive,in. .
Y) who

would feel qualified to respond onbehall of our 'node than '

.. 450,000 employees -- all whom consider themselVes "Consumer
'Affairs Pr fessionals in Tithe context of your definiti n.I
Certainly at least 20,000 executives qualify. . . our

,-

business iA totally consumer-oriented we do not have a
Consumer Affairs Dept. per se.

/

. .:

The second letter is from an industrial firm listed in the second
rgest 500 indu trials .

\

. ./. however; you hare given me the opportunity to sug- i .

, . \

\gest that the U.S. Office f 'Consumer Affairs is tota ly missing
an existing resOurce that child never be duplicated by govern-
dt:ht, Slid that is the,marketing function performed y most

/
r \

companies by,experienced people whose jo it is t see that
products made and sold do indeed respond "to the needs ,and
/grievances of the consume
and service of the produc ." When they suae d, the company
is Successful. It'A obvi. us that to survive or long in °

a free enterprise system, ii...e., under competition, these needs
/ must be satisfied more often than not. And while marketing

peoplp are not otnipotent, they do have the advantage ofA mowing
the Matufacturin rotcess, the engineering prioblems, the

distribution sy ems, the mar ltet, their respective positions in

that market, and something bout what's going to happen down
the road as a result ofouteide ecpnomic fatiorg, governmental
action, customer demand,,technological advane , new materials,

'private research, industry standards., ad in nitum. Every.

Pers6n in every marketing staff of every com any in the world is
either a consumer affairs professional or is on his way to being
one. This is, the very essence, of his job. .low 'else do we edu- .

cate or develop such expertise in the elements I've mentioned
. about except through practical exposure and experience? You

probably start, rbelieve, with business school graduates and
guide them into the marketing function. It's all there now, If

, .-the'government wishes to superimpose this kind of 'knowledge over
'the existing structure, it might start by hiring retired mar-
keting people. .

4

ey reflect the
d,the role of
r s frbm.onis

\ 4

ii

A

ti

during the desi n, promotion, sales,

Government Consumer Agencies

One hundred/and forty two agencies on the municipal, County, state,
and federal 1 fah'were included in this study. This represented about
fifty percent o he Agencies contacted. The number of conumer agencies

39

51
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' at the stat- level wa .reater than at any other government leV-J1.., The
federal level a' t e lowest number of agencies°, but the federal agencies
had by far the greatest percentage of response to the questionnaire..

i ,

ItiVely large number df state consumer agenc

ap twenty-five CAPS i Generally, governm
to i rease the number of tAPs employed, Ares

/ by ab ut fifty percent by 1977.
. I

1
t

1 -.. \I
(

\

. l'

sually, CAPs'in government,arie tdi perform various Com-
, binations of some or all of the- ive inctions designated for CAPa.,\The 7,7
most mentioned single function, espepially in county and state consuMer:

,.offices, was handling-and resolving/consuther complaints.' The cons t

education function was ofteh,mentioned by state agencies. Fede'ra
'

pounty, and municipal agencies, oyirthe other hand, often cited,\th fut\c- .

tion of internal consumer ombudsman and consultant on consumer maters
Within and between hgenCies. '

\ ,

----

Most government' consumer'agencies Rrefer to ,have CA s with so e
experience in the cth umer fiejd, with the exception of dme state

agencies, wheretherq e ar enerally no experience require ents.
\

,

1

,

The great majbri y of agencies require at least a bachelor's degree
---4 ob entrance. 1Wh n a eferred academic major was expressed, it UTas-

\ usually businesp, h wever, ost agencies expressed no preferende, State

\ agencies in paracu ar; ofte mentioned a degree in law. ,- 0 ,

Most, government ( agencies'employ.ten Or es's CAPs; hotiever,4 rela-
employ becWeen eleven

consumer agencies e pest
nt y over End thou

T

Generally co ty consumer\egencies pre to recruit'their CAPs
front within thaia ency, whereas at the state a -municipal levels :there

is usually no pi ference as to the source of 't1( The federal. onsumer
agencies general y prefer their gAPs/from-oui'side the agency;-

Federal C s afe paid the highest.with the $15'000 $25,000 annual

pay range mos mentioned. Municipal agencies offer he least, a yearly

salary of $7 110 - $10,000 was most mentioned. Falling in the middle
range of,$1 ,(100 - $15,000 a year are the county and state agencies,.

Gover se1ht consumeir agencies stressed special competency in communi-
cations as being neces4ary to perform the CAP functions, Technical,

legal, and investigative competencies were also often cited.

/A
In referehce to future opportunities for CAPs, an increase was

expeCted by tioat agencies' expressing their opinion.

Business 'Consumer Affairs Departments
_

\\,,
. . q

/
One hundred and eighty-four business co;Isuel+ affairs departments

were included in this study, representing perdent of,thOse

contacted. T)Aie businesses,were irouped into,eight classi ications
0
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/
r

accordi g to the product/or service rendered. Hon-d cable goods
manyfac urer.4 represented the largest classifiCation, with fiftyfive.

firms. Durable 'goodsmanufacturers were the egt,lar est. Other than

the miscellaneous clas ication, trade asso iaFiona,;04ith seven firms,,

had the smallest repres to ion'; with fininc al,inati *ions, retailing,

transportation; and ut ties ranging from ourtfen,t twenty-five

firms be t7 represepte

A $

Rift n percent of he busineses cont

(consumer f airs pe qhn 1 employed. Of t

employed .01e one and ed and eighty-fOu
Manufactur rs\and u ilitits together emplo

involved i e stu y, the remaining ten p

the the clas fications. Business e

of C;Ps empll

turers expec

i4

the greates

cation, uti

The fur4t
of all or of \v

CAPs in this s
perform the eun
qui les. The e

dur

of

about t percent by 1

eates

age i
ecte

p

a

0 reported havi
41621CAPs reporte
irma, the durable
90 /percent of

ent were dis't

cta to intredb

g no
to be

goods

the CAPs
buted among,
the number.

et

I
\

7increase

in numbe

durable goods-manufac-
and trade associations

crease. Other than', dhe misdellaPeous classifi,=

the smallest Percenitage increase.

...--,......---rk

pgrfo'imed by most CAPs in 'Ibusin $s is a combination

us combinations of the five func kons ascribed to

y. A significant number of CAPs d the utility field

ions of hpdling and resolving coM;laints and in-

ucation,function is important for1CAPs in the non-

ble goods, ekailing, and utilities fields;Va,ve y small Percentage,

Ps in durable goods firms
Q,

plrform the eduCatiop function.
.

0 /

Although.pa4 firms desire CAPs to have,'some consumer experience ! '

bef re being hired, more require experience in other 'teas. Several '

fi , especially the Pon-dura les, desire experience In business, malr

ke ihg, or public relations.
'

th

to

ha

J

In every classification., a achelor's degrep was most mentioned 'as

minimum requirement tor a poq.ition as a CAP. Master's and doc-

's de gees were. also.MentioPed to a Lasser extent; nd several fi s

e no'clegree requirements whatsoever.

e academic major cited most was business. Many firps said tltr had

ference as to Seademicmajor. Law and home economics degrees !I'

r c ed several mentions. Home economics was often preferred in no

dura les, retailers, and,. utilities. Most buiinesses prIer to recru t

the Fs from within, the business orga zation; retai ers,, though,

take t eir CAPS1 from'outside the firm. ode had no pre erence as tclrthe

source of their CAPs'. '"

Very few firms reported paYing CA Ts less than $7,0 0 a year. e

most cited annual salaries were the $7,000 - $10,000,. $ ,000 - $15,000

and $15,000 - $25,000 ranges. Several firms pay in exce6 of the 25,000

annual pay, sdeh as many durable goods firms and a significant number

41

53
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Thy special compete
in Communicaaons.

qA s to ave technical,

competen ies.

es that firms desire most their CAPS
er'firms also stated that t ey would like

uman iN.ations, marketing, an home eccTbmics

Eight commehts,from busineis indicated thAITITIee
outlook for futu e employment of CAPs. Other 'onnnents

indicated that he consumer' affair functions

executives a

Conclusions

The "Statement )f the ProblemS" sectio
this research was d igned to ,.answer eight

the indings of thi studyyt(he following

\. Approximate one thoUsand consum
employed thesone 1 ndred and` forty-two

which represents pbou fifty pekcent of the

or mar eting,Psales, and publ
1

of ConsumerAffkrs di

Approximately 4100:
one hundred and eighty-
cent of the 1455 busine
argest businesses
this large nUtber of. CA s, for some firms used quite
tation of the definition of a CAP. .

ectories

/,

cons er'affairs professions
businesses representing

es,contacited. This sample

e/United States. Care must

was an optomistic
from several firms
c rf ed on by

pers nnel.

of this study stated that
estiqns.- On,tho basis of
clUSioni are drawn:

s'\

affairs, prOfessiOndls are
ernment, agencies, responding,

encies listed by Office

2. Although the functions of consumer affairs p
divided into five separate categories, most CAPs in b
ment performed a combination of all or some of these

most mentioned combination was that of handling and r

and ping and processing inquiries. Detailed comp

the functions of CAPs in government and in business wa
of different consumer activities performed, but gen

did not vary extiensi4ely between' the groups.
, .

3. minimum.experience requirements for consulter

Oonalg varied/little between government and busilesd.
noted, howeveri, that when "other" experiende"'was dica

often wanted CAPs with experience in 6usinesS, marketin

related areas. ,

t are employed by
bout thirteen .per-

ncluded mainly the

e taken in viewing

a lOose interpre-

ofessionals were
siness and overn,
unctions.
solving co Taints
isions be een

difficul 4ecauie

ra ly the functions

ffaiys profes-
It ,thould be

ed, business
, and/marketing -

/

.4. A/bachelor's degree was overwhelmingly ment.orled as; the minimum'

degree re uirement for consumer affairs pr6fessionals n bukiness'and.

government. Also, many consumer affairs offices in bo h grdups,had i

no degre requirements for empldymerit in the consumer ie10. Both gr ups

-often cited business when an academic major was mentio ed.; Law degrees

were relatively more important to government'agencies than buslness, and

home e onomics majors were desired more, by business than governmeni.-

Degrees in education were mentioned about equally by the two groups.

o Jr

54.
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5. Considerabi ifference existed between busines*, and government

as to theitource for re ruiting CAPs. ,Business was much more interested
in recruiting their CAP froth witbin;their own business organization
whereasgovernment ofte would go outside the agency to employ CAP*.

.

ranges varied greatly within the business

,government group, bUsiness generally paid more
the services of CAPs: 0:

A r

0

6. Althou
group and within the
than.governmen for

7. BOth government and business consumer affairs offices emphasized
the necessity of communications and technical4:4ompetenciesofor*CAPs in
performing thei functions. Although not as important, legal competency
was also menti ed'by some business and government organizations.

8. The government sector expects a.much
numberof CAPS. by 1977 than does the business
offices employee only one or two CAPs, with a
whereat ,the government offices frequently'hAd
few with over 25 CAPs.

Recommendations'

°

0
1

greaer increase in the
sectof. Malay business

few-employing over 100,
five or more employees but

0 4.

Recommendations\re divided into three sections in response to the
need for the study% The first section concerts itself with reco enda-
tions for curriculum develOpment, and is aime
who have or desire to have cuttriculums for the p
second section cont ns recommendations for individuals who plan careers
as CAPs -- what to e pect.arbil Where the job opportunities exist. Re-

commendations are made in the third section pertaining to the need for
further research.

t educational in titutions
eparation of CA s. The

Curriculum Development

Most firms require at most a bachelor's degree for CAPs, and when
a major. is preferred; it is usually in business; very few firms require
advanced degrees and/or a degree in consumer affairs or in a related
area. This could be due either to the fact that there is actually no
needfor advanced degrees and a consumer major, or that business and
government are, not aware of the existence of such programs. If the latter
is true, it is recommended that business and government consumer offices,
be made more aware of the fact that colleges are educating persons in
the consumer field.

)

If advanced degrees should indeed not be necessary for CAPs, educa-
tional institutions should concentrate on undergraduate programs for
consumer

c
afiairs professonals. The emphasisNshoulq lie in the business

subjects, especially in marketing and related fields and with some law.
Home economics may be important for some consumer.offices. All programs
for CAPs should also stress competency in communications, both written
and oral. Becauss a signijicant number of consumer affairs offices desire
some previous consumer experience, it is also recommended that CAP programs

4nclude field experience iii 5 consumer affairs office.
g

.

. 43 *
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0

4
A program to prepare consumer affairs professionals o4 any degree

level should be an interdisciplinary program. Althpugb the findings
of this study indicate the personnel, hat government andebusinesb want
13 solve the problems of the consumer should hve ? business background,
they also considered educational input from ottitA.r/areas, such as
social science, technical, law, and home economics as important.'

Career Planning

According to the findings of this study, individuals whd wish. to
enter into careers as consumer affairs professionals shbuld be majdrs
in business or possibly for a government job, in law, and need only a
bachelor's degree. Pbtential CAPs should emphasize communicati,ons in

their background. Because of the desire by business and goveinment for
some prior consumer experience, they should try to get some field work
in their,educational program or through paid or volunteer consumer
activities. Business consumer offices often prefer someone with technical
knowledge of the product or business, therefore, it may be dealrable for
a CAP to major in his technical field of interest as well as taking
consumer coUrses.

If monetary considerations are important, a future CAP should
consider business lover government, ,and within business, he should

consider airlines first. Because government plans more expansion-In
the consumer field than business and businessesmore often hire from
within their organization, ,CAPs may find more consumer career oppor-
tunities in government than in bAsiness.

5G
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0

0

ApRendric

JobJ",utictions of
.

.

Coasumer,Affsirs Professionals in
, 0 ? .o

--'Business and Go'Vernment
c . . 0'..

10.406 .t
o

Given below are the job functionsooPsconsumer affaiTs profession'als
,

listed in,the questionnaires
.

tnat were 8entnco government consumer
agencies. and.in questiOnnaires.that were sent tb bUslriess cohsumeraf-

%1, II.fairs departments. '' . ,

jOb funttions of consumer affairs professi'onals in.government and
business:

.

1. Handling, resolving, and adalyzing consumer complaints,
,2. Handling and processing conumerinquiries other than-

complaints.

3. Developing consumer education programs and disseminating
,consumerinformatiod.

addition tc;
0 Job functio of consumer affairs'professionars in governmeht (in

use liste or ent and business, above):
b

1. Internal consgmer.flombudsman" and:consultant on consumer
matters within and between agencies.

2. Providing lias6n with consumer,groups and/or industry.

Job funCtions of consumer affairs professionals in business (in
add444ion_to those ,listed for government and business, above):

1. Providing liason with consumer groups and government agencies'.
2.- rnternal consumee,nombudsman" and ponsultaftt on Consumer

matters' within the firm,

///'

)'.

.1
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Footnotes

The Conference Board, The, Condlimers4ffairs DezartimentC Organiza-
tion and Functions (New York: The Conference Board,* 1973). p. i.

2. Ibid..
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FACTORS WHICH RELATE' TO NON-GROUP LIFE INSURANCE HOLDINGS OF FAMILIES:...,
o

0 '

, A PILOT STUDY

Loren V. Geis, feld
Assistant Professor

Department of Home Management and Family Economics
Purdue Univdtsity

S.

q The family's need for life insurance ha§-been,well documented in-the
licer4Ure, but analyses' of the factors which'affect family purchases of
rife'iniurance have noe,been as well analyzed,. This is an attempt:to
fedress this deficiency.

; Among the factors which affect a fainily's demand for individually
purchased life insurance, one would expect price (net premium), holdings
.of/inancial securities, income, group fife insurance holdints, and the
perceived need for various after death financial resourcekto be among the

6
most important. The effect of these.factors on individually purchased

' life insurance was tested using data obtained from a clash project at the
UniversAtiof Minnesota. QThe sample characteristics are not representa--

. .

-tive of the United States as a whole, but the effects, of the differences
are not clear. . ,

I.

. .

. 0
What is the effect

,.

ct of these variables on individually purchased life
.insurance hOldings, and what are the implications_ of this for the consumer?

:own price elasticity of demand for individually purchased life insurance
is quite inelastic, but the key factor is the'negative sip of this rela7
'tionship. This ialplies,thit as the net premium of individually purchased

'.life'insurance incieases,,the amount of life insurance Pyrchased deereases.
..This results i a situati8n in which more expensive forms of individually
purchased life insurance will be associated with smaller holdings of the

0
same.

,

.

The income elfsticity of demand is 0.49 which is quite Tow. This in-
dicateo'that life induranceis, high in many families' purchase prioritjes, '

and that young families will tend e6 'have relatively more ig insurance.than:
one wou'd expect given 'their lower income levels. .

/ ,
,

. .

o
The effect of securities on 4:ndiVidual15, purchaied life'insurance is ,

positive which is somewhat surprising at first blush. However, when consider-
int that many families may view securities and life Ansurance, both, as

c-

.47
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0

,financial assets, it is not surprising. But a factor of which onemist
,f,

.,

be aware is that the financial, asset aspect of life insurance could force

families to overlook the insurance aspect. When combining this with the '

negative price effect,one would expect many families to be underinsured.

The relationship between group life insurance and individually pur-

.
chased life insurance is negative as expected with the substitution
elasticity bding negative and small, -0.09.- This tells one that group.
life insurance is not a very good substitute for individually purchased
life insurtnee,and one.cannot count on one to make up deficiencies in the

other.

Mor© imminent perceived needs for after death financial resources
have S positive impact on the amount of individually purchased life insur-

ance. That is, if the major breadwinner'of A family were to die today,
the-need for close-totdeath, death contingent financial resources, would
tend to inc-rease individually purchased life insurance holdingg more than

the more distant needs.

What has been found is that milies are sensitive to the net premium

for-individually purchased life nsurance; many families view individually

purchased Life insdrance.as a financial asSe&and not as a deat'n contin-

gent substitute for financial assets; group life insurance cannot be counted

upon, to seiliVe as a substitute for individyalq purchased life insurance;

and the p4Aeived need for after death financial resburdes for the 'period
immediatelj, folldwing the major breadwinnerl death has the greatest im-

padt on individually purchased life insurance holding

a,

".

'i
,

1

a

0

0
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A FRAMEWORK FOR ANALYZING THE' EFFECTS OF INTEREST RATES, ON

PURCHASES OF CONSUMER DURABLES

Sherman Hanna
Assistant Professor

School of Home,Economics
Auburn University
Auburn, Alabama

2>

The purpose $f this paper.As to explorem.a.specific framework for
analyzing optimal consumer choices of durable goods inothe face of al-,
ternate interest rates.'.This framework,has three related usesc

A) Advice to consumers assuming some consumers do not
make optimal choices; this framework Can help reveal
what adviceshodlit ,he given to such consumers about

, purchases,qclurables, given particular preferences
and redources;,

2) Empiricil study of consumer behavior',] assuming con-
.

sumers'do make,optimal chgices, this framework can.
help show what their choices reveal about their pre-
ferences; and

. 3) Public policy analysis - assuming consumers do make
optiMal choices,mthislramework can help show what

0, optimal, government,policies would be fospecific
-,.goals such as 'energy conservation, impr vement of

, -thetenvironment, and reductions of'poverty.

A

6

principle .a consumer's decision to purchase a0particular durable
good is simply a capital budgeting decision. The consumer can evaluate
the .postsand benefits of the item for each period in its expected 11E4-
time: It is helpful to consider the valuation of simple financial assets,
in order to better understand the value which an individual consumer MightN
place oh a durable good. For convenience, a number of factors which might
have an influence on aeciaions will, be ignored at first.

.

The basic principaes of the valuation of simple financial assetS can .

be illustrated by considering the following question. How much should one

61'
49

,

to

. ' '



-)

. /
Kay today for the right to receive $100 one year from note.. Most people

.would pay less than $100 - they discount future benefits because of un-
certinty, impatience, and the value of alternate uses of their money. ,

One way to compute the present value of a future benefit is to compute
how much onyould have to pat into 4n alternate investment such as a
savings account in order' to end up with an equivalent amount of money.
How,much would onehave to put into a savings account today in order to
have $100 at the end of one year? For a savings account Raying.6% inter -.

est compounded annually, the formula

F = P (1 + r)n

can be used, where F equals the amount after n time periods, r equals the
rate of interest per time,period, and P equals the present verve, orini-

tial amount invested. With rearrangement, the formula for present value
is derived:

F
P -

(1 + r)n

In the example just dekcribed, F equals $100, r equals .06 per year, and
n equals one year, so ,.

P =
$100

- $94.34
1.06 ' ..

/

What would b the value today of receiving $100 at,the end of!two

years? Substituting in the present v,alUe formula,

$100 .1192__ . $89
P.= 7175T.TT 1.1236

. .

,

It is convenient to use a present' tvalue table instead of going through the

calculation. (Use of present vague tables becomes especially useful when
many time periods are involved.) Using a standard table for the present
value of one dollar received d time periods from now, it can be found that
the discount factor for two years at 6% interest is .89, so t \at the present
value of $100 to be received two years from now would be $89. The use of

the present value method makes clear the importance of timTng in evaluating
future benefits from investments - the longer one has to wait for any bene-
fit, the lower will be its present value. -/-

How much should one pay, for the right to receive $10.0 at the end of

each year for the next_10 years? One way to compute the'price one,shbuld
pay is to compute the present value.of the benefits for each of"the.10 years
and then add each of the present values 66 obtain the present value of the
Stream of benefits. *Thus, the present lielue of $100 13eryear for JO yearg.

at 6 percent,interest is: s
.

.

n .

P = y F,
c.,

T-. 100 + loo
I.

t=1
'1 + r)t. .1.06 (1.0;)2

O
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+ 100'

(1.06)
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One can use a table for the present value of,an annuity (a constant payment
per year for a certain number of yearWto t6tain the present value of
$736 at 6% ineirest.2 What would be the present value of $100.pei- year for

10 years at a zero interest rate? It would simply be the sum of each of
the future payments, $1,000:- The higher the interest rate, the lower will
be the present value of the future p ents.

For computing the present value o a stream of aftertai or non-
taxable Income, the appropriate disLm t rate to use may be the effective
aftertax inerest rate of alternate investments. For instance, for a per-

son in .a 157: marginal incomaitaxbracketthe'effective aftertax interest
rate of an 87. investment lis 6%. (Effective aftertax interest rate equals
actual rate times (1 - marginal tax rate), so .06 equals .08 times .75.)
What if a person is considering borrowing money in order to buy an asset?
Menthe appropriate discount rate may be the effective aftertax interest
rate\of the loan. If:a person in a 257. marginal tax bracket borrows money

. at 127, interest, the effectfve aftertax interest rate, if the person itemizes

on his tax retutn, is 9%. Table 1 shows the effective aftertax interest
fates for tax rates of 22%, 327., and 507., and for actual interest rates of
87. and 12%. One important inference one can draw from this table is that
the present value of any particular flow of future benefits will tend tp
be higher for persons in high:tgx brackets than for persons in low tax

brackets.

Tabte, 1

Aftertax EffectiveInterest.Rates

-Marginal Tax Rates Actual Interest Rates

22 . 8% 12%

(Takable income, $8,000-$12,000), =6.24% 9.367.

.32

(Taxable income, $20,600-$24,000) 5.447. 8.16% °

.50

(Taxable income,: $44,000-$52,000) 4.007. 6.007.

(Based on 1973 Federal Income Tax rates for married couples filing joint

returns.)

.

A simple application of the principles discussed can be shown by a

consumer's purchase of air conditioner. Assume a consumer has a choice of
two air conditioners which are identical in every respect except initial

purchase price and efficiency of operation. Table 2 shows an example where,

with electricity costing five cents per kilo-watt hour, he difference in
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electricity costs betweenan inefficient air conditioner and an efficient
air conditioner would be,$17 per year. If it is assumed that either air
conditioner will operate without repairs for 10 years, how much of a
preMium stiould a-oonbumer,bg willing to pay for the more efficient air

conditioner? Vn subsequent discussion, it is assumed that a consumer con-
siders only his private costs and benefits, ignoring social costs and bene-
fits.) If a consumer values future benefits as highly as present.benefit.4,

,presentresellt value of "[he future savings will be the sum of the annual
'is.'

.

savings, $170.
1 'N

This result is shown in the first line of Table 2,' the` present value
of $17 per year for ten,years at a zero discoUnt rate. A zero discounst

rate .may be appropriate for few persons, but low discount rates.may apply
for,persons in high tax br kets. For a person in a 50% tax,Bilicket with

.the.opportunity to invest an an 8% rate of return, the'approVriate discount

rate is 4%, so that the prfisent value of the savings from buying the more
efficient air conditioner is $138. But for a person with a 6% rate, the
present value of the savings will only be $125. What about the low income
person wlio must borrow at 127, interest," and who does not itemize deductiOns
on his...income tax return? Such a person will have a present value fOr the
iavings.of only $9b. A person with a discount rate of 18%.would value the
savings in electricity costs at only $f6, and a person with a discount rate
of 36% would value'the savings at $45.

Table 2

Press 9t.,Vaclue of Savings in Cost of, Electricity .for an Efficient,

Air Conditioner Compared to an Inefficient Air Conditioner.

Interest late

,

4%
6'

12%

18%

36% -

.Present Value of $17 per Year
for 10 YearS .

/r$170
$138 ,

$125

$ 96
$ 76 '

$ 45

(Based on approximate costs of operation at five cents per kilo-
watt hour of tvib approximatelN comparable room air-conditioners,
operating for 10 hours per day six months per year.3)

0

A

Since the average retail price difference between the two models was
about $36, ltwould be,rational for alMost any consumer to pay the higher
price forethp, more efficient air conditioner. But what about further .
technologic improvements to 'gave electricity? What if.Genexal Electric
developed an air conditioner whiCh could save.$10 per yearLon electric
bills compared to.Che most efficient air,conditioner at present,.,but which -

would,sell.for S80 more? Which\consumerswould be willing to purchase
Ar

o
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such an air conditioner?/ Ttie prese t value of $10 per year for 10 years is

greatei: than $80 only fqr discount ates less than 57. Therefore, only -
those consumers who could obtain money at an aftertax interest rate of about
4% would be Willing to.pay for the m re expensive but more efficient, air

conditioner.

Whiit would be th effects of a g vernment requirement of higher' energy
efficiency for applianc s and automob les? If the higher efficiency were
to be obtained, by increasing the cost f production, then under the present

tax systeM and patterns.of credit availability, upper income consumerAould
"benefit more than lower income consumeeS. What would be the effects of
government requiremehts fd'r greater durability - for longer lasting appliances,

cars, and housing? In this situation, too, higher income consumers would
tend to benefit more than low income'consumers. For instance, what if the

alternatiVes' consist-of one appliance which will last 5 years, and another
appliance which will last fot LO years? If the net 'benefits per year have

a.value of $100. for either appliance, how much of a premium should a con-

sumer' be willing to pay for the longer lasting appliance? The price pre-

, mium should depend upon the discount rate of the individual consumer. As

Table 3 shows, a consumer, with a discount rate of 6% rationally should be
willing to pay a premiuM\of $315 for'the purchase of the mere durable ap-
pliance, while a cons tier with a discount rate of 18% should be willing to
pay premium of only $136 for the longer lasting appliance.

Table 3

The present Value of Appliances Providing Benefits of $100 per year, for
Uifetimes mef 5 Years and 10 Years, at 6% and 18%

.
Lifetime of Appliance

Discount Rate
6? 18%

10 years $736 $449,

5 years $421 $313

'Difference (Price Premium) 015 $136

The above analysis is also helpful in explaining the actual behavior of

consumers. If some low income consumers apparently buy appliances, cars,
clothing, and mobile homes which do not last as long as corresponding pro-
ducts bought by high income consumers, they may, still be making rational

choices under existing conditions. Low income consumers generally face
higher interest rates than do high income consumers, and they do not have
the advantage of deducting interest paid from their taxable income, so it

may be perfectly rational for them to choose items with shorter lives but

lower "initial prices. .
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The preceding analysis leaves.our many faCtors important for choices kil

the real world. One factor Which has been imp9rtant for purchases Of dur-
goods in recenb years has been general inflation:and related 'rapid in-

'creases In the priceg of%specific durable goods. WOW can the expected price
changes for °a durable vod be incorporated into the present value analysis
described above? ,Usually, market interest rates will tendoto adjust for ex-
pected inflation race -: all other things being equal, the higher the expected
rate of inflation, /the higher will be the market interest rate. If a con-
sumer uses his curtent after-tax interest rate as a discodnt rate in cal-
culating present value, the benefits and costs for a time.period stiould be
measured in terms of expected prices_in that time period.

- -

Now shoulde consumer take expected price changes into accoupt in deter-
mining the presdnt vajue of a durable good such as a house? Assume a con- :
sumer is planning to Buy a bouse'v ich has a rental value of $1,000 per
year. For' simplicity, assume this 'house will last for 30 years in perfect
condition, then tdto tb dust when it fallg into the San AndreasoFault. What
is the present,value'of the housle to a consumer with a discount rate of '

67? Using the tortilla for the present value oa stream of payments,
A

0
.$1,000 $1,000 11 000P + + . . + 301.06 ', (1;06)2 (1.06)

,

o

Using a table forothe present valuecof an annuity, one can find that the
present value equals $13,765. In othef words, the'consumer should not
pay more than $13,765 for the house. But what if the consumer expects the
rent on comparable houses to Increase 57 each year for the next 30 years?' Then
the present value of 'the house obviously must be greater. Now,

$1.,00b (1.051- $1 000 (1.05)2 30
$1 (22246.1a_P = -___ __-_

+ +. . + 2-1.06 (1.06)/ (1.06)
.

which equals approximately,

$1 000 $1,000P = $1,000
1.01 (1.01)2 '`/(1.012°

From a table for the present value of an annuity, it can be found that the
present value for an annuity of $1,000 per year for 30 years discounted at
17, interest is $25,808, which is almost twice as much as the present value
with no price (rental'value) increase expected. The consumer should be
willing to pay $25,808 for the house. The reasons for the attractiveness of
real estate as an investment should be clear. In addition toproviding
valuable tax advantages for middle and upper income investors, it provides
an excellent'hedge against inflation. Tne higher the expected to of price
increase (or equivalent' rent increase), the higher will be the pr ent value
of the investment at any particular discountrate. (However. the rket
price may be higher than the present value to a particular investor.)
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It is instructive to examine the rate of price increases for some other

consumer durable goods during a recent period. As Table 4 shows,.the rate of

the price increases for various durable goods between January, 1974 and

January, 1975 were very'high, with almost all rates higher than the rate of J

I

increase in/the overall Consum r Price Index. Durable goods' were among the

few., investments available to tie ordinary invitstor which more than ept pace

with increases .in the cost of living during this period. Apparentl , some

extra buying as a hedge against inflation did take place during this period.

especially with'automobilest,
4 .Inlact, there were three good reasons for

consumers to sell their old cars and buy new Ones: expectations of price

increases in new cars, expectations of even more rapid increases in the cost

of auto repairs and maintenance-Which would make old cars relatively more,

expensive to operate than new cars, and increases in gasoline prices which

provided an incentive to buy cars with better gas mileage. Similar' 'iactors

were present for ipme other consumer durable goods. But there was a severe

loss of purchasing power with the combination of high inflation and recep-

sion, with the Consumer Price Index increasing 11.7% while the spendable

earnings of the avyrage nonagricultural worker with three dependents increas-

ing only about b-Y.'

Table 4

Price Changes of Selected Consumer Items,
January, 1974 to January, 1975

Change in the Bureau of Labor

Item Statistic Price Index

Consumer Price Index (Overall) , 11.7%

All Durables 13.07.

Household Furnishings 15.070

Automatic Washing Machines 14.2%

Refrigerator - Freezers 151.4%

Electric Clothes Dryers 15.1%

New Automobiles- 12.7%

Used Automobiles 9.37.

Auto Repairs and.Maintenance 15.5%

Gasoline 14.37.

(Source: Monthly Labor Review, March, 1975, Table 23, Consumer Price

Index U.S. Average, pp. 105-110)
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The preceding type of present-valUe analysis can bequite useful, but
it has one serious theoretical,limilistfbn - in must be assumed that the cur-
rent satisfaction received from an Amount of money payment or real consump-
tion in any time period is the same for all ndiViduals and is independent
of the partidular time period and of other circumstances. One cam obtain -

some interesting theoretical results with lees restrfbtive assumptions.by
using the preeenE.,value of utility received In eaqtime period rather than
the present value of the, monetary valne of beneTits in each time period:
With this method, one can calculate the present value of current-utility-in

91

'each period derived from adurable'good as: . , -,

-, . -\
0 1

..
.

'

%.-,0 P=U1 d
1
.+

\\
U2 d

2
. .+ :' '+ U

n
d'
n,

,, .
-,,

.

where lft equals the utility derived n-each time period t, and.dt evali the
'discount, factor appropriate 'for time period' t. If a sumer diecounti future
time, perl'odi at a constant rate per time, period, sa , he abOve formulation,',...

becomes, -- '. ."
,

.

. ,`,' 1-
.,

Ul. Ua n t 1P = + .. c+0 = r) : (1 = 0? .4. (1 + r)
.".$30

.
.

1A- - ,

, 0 ..

For a Complete analysis of optimal consumershOice over time, one would.
'derive demand functions.from the maximization of amultiperiod utilityqlinc-
tion subject to.a lifetinke budget constraint:64lowevei,-fOreimplicity, the
concept of the present value oL the net utility'' derived from a product in .
each time period during its, lifetime will. be,used. , .

,:.

If two related plausible.assumptions are used --risk avoidance and -,

.

.
declining marginal utility of wealth - some:results relevant to9onsum ,

purchases of durables can be derived, First,,if consumers are- isk avo ers, 0
then the greater the uncertainty aboutIuture benefits, the:lower will be
'the expected utility of the benefits to the consumer. /n financial anely- , .

sis 0 risleadjustMent'factor is often Included in .the, 'discount factor tie in 4

computing the value of-the investment. .4f twO.invetAmente are being considered,
each withian expected average returm,of $1,600 per year, but the return of
one investment is exp4ated with certainty, to be exactly $f,000 per year,.and
the return on the other investmemt'has'a 507, chance of being.$1,500 pey year .

anda SO% chance of'being $500 pei year, d risk avoidinginvestOr would pre-.
fer the certain return to thd,chance.of making, perhaps more and perhaps less'

,than' $1,000 per year. A risk avoidin investor might use a 6% discount rate
for the safe investment and a 97.Idiecount ratelof the risky investment.)

.

,

A similar consideration wuld apply for a consumer considering.investing
in risky durable goods. Why.might durable goods be risky? They might be

..

risky because they falligpart sooner than expected, , because they require
higher than expected r7Fitiz. expenses, or because the consumerie.nee0s might

:. .

,

change In the future. Since a consumer cannot be sure about these,events,
he may discount' expected benefits fr66 a durable good at a higher rate than .,,, -.

he Would for a safe,investrhent such as a savings account. .If economie and ,.

poilsidat conditions become very unstable, a cqnsumer's perceEalon Of:risks,,.
,may cause him to discount benefits from all investments at a high rate,

leading him to spend more for. immediate consumption.. 'A J ,

C,
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If a consumer has declining marginal utility for wealth,
8

then the

lower present wealth is relative to expected future,wealth, the higher 'Will
be the'consumer's discoune rate. This provides another economic rationale
for the alleged present-orientation of low income consumers,as the higher
the discount rate, the lower'will:be the investment for the future. Even

if low income consumers have preferences identical to those of high income
consumers, their behavior may appear to be more present-oriented because
they faee higher interest rates and because their present'wealth is loW
rejativg-to future expected wealth.

tk

'What implications does this present value analysis hold for public
poricy?' For energy policy, this type of present value analysis should be
considered in deciding upon SpeCific ways to encourage energy conservation.
One way to achieve energy conservation is to raise energy prices, which
will presumably induce some consumers to cut back on their use of energy.
One of.the most important ways to reduce energy consumption is to make some
investment to. achieve more efficient usage. But, as shown before, there

are good reasons why low.income consumers have less incentive (and less
ability) to invest now for future benefits. If public policy on energy

fg to be equitable as,wll as efficient, perhaps programs should be de-
signed to help low income consumers to invest in energy conservation.
Another related public policy issue is t e use of monetary policy to fight,

inflation. During periods of increasin inflation, a common monetary

policy ,to fight inflation is to.decreas the rate of increase in ,the money

supply, which in turn will tend to increase interest rates for, borrowers

and investors. All other things being equal, high interest rates will

tend to .inhibit.investment it energy saving methods such as. insulation and

more efficient appliances. In order to encourage investment in energy
aVing devices dUring periods of tight money, special tax credit alloca-
tion, or direct loanprograms'may be appropriate to prevent anti - inflation

policies from working against energy conservation goals.

The 'above policy recommen dations are based on somewhat impressionistic

analyses. Obviously, further research is needed in this area. Research

needs include surveys on tibmpreferences of different classes of consumers

and of actual interest rates faced by different groups of consumers and
corresponding investment pattelve in'financial assets and 'durable goods.

S
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Footnotes
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4. Busi ss Week, "The Auto Slump Spread's," December 14, 1974, pp. 58-64.

5. Monthl Labor Review, March, 1975, Table 20,."Cross and Spendable
Weekly arnings," pp. 102

6. James,H derson'and Richard Quandt, Microeconomic Theory, New York:
McGraw-H 11, 1971 (2nd edition); chapter 8.

7. In general, the investor's utility function would include both expected
return and easures of expected risk. One applied method for taking
risk into a count is mean-variance analysis, where it is assumed that
the invest'? 's utility is a. function only of the-mean and variance of
the expect return. See H.A. John Green, Consumer Theory, Baltimore,
Penguin Bo. s, 1971, pp. 256-246.

-Seer Alfred Marshall, Principles of Economics, New York: MacMillan
Press, 197 , pp. 80-81., (Based on Eighth Edition, published, in 1920.),
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LIFESTYLE AND PSYCHObRAPHIC ANALYSIS

OF CATALOG SHOPPERS

Christie Paksoy
Instructor

Area of Behavioral Studies
111e University of Alabama

Consumers in the 1970's have an overwhelming selection among business
establishments when shopping for general merchandise: In 1972, there were
over 70,140 general merchandise stores, 5,792 department stores, and 21,046
variety stores in the'United States. Combined there are over 1.7 million
retail establishments in the United States doing more than $448 billion,in
business annually (15). Furthermore, consumers in the 1970's can purchace
a wide variety of items including such classifications of merchandise as
clothing, giftshome furnishings, and large appliances without even leaving
home. In fact, consumers in 1972 purchased almost $4 billion worth of
goods and services from one or more of the 2,833 mail order houses in the
United States (5).

The mail order catalog business is growing rapidly, and more expensive
items are replacing the less expensive product offerings of the past (7).
The United States Census of Business in 1972 reported a 16.1 percent increase
in mail order sales during 1971 (14). A study of Tucson mail order buyers
found that families averaged $190 annually in merchandise, a combined expen-
diture in,1971'of almost $7 million on mail order -goods (12).

The grgwth'observed in catalog shopping can be related to recent social,
psychological, and economic developments which may alter future shopping
patterns as well. The growth of metropolitan areas has influenced the life-
style of consumers. The profile of isolated rural xesibents dependent upon
mail order buying for a variety of goods is a visagdM the past. Urban-

ilation has created new °Shopping patterns downtown a cl in outlying mal1.14
With such a variety of shopping areas available, it ould seem that the

necessity for catalog buying would be minimized. Ho ver, in the late 1960's,
70 to 80 percent of catalog sales were in the metropolitan market, compared
to 50 percent in 1950 (4). frWhat factors, then, motivate consumers to shop
at home?

Convenience maybe an important motive. Locked-in shoppers such as

mothers with small children, the elderly, and the handicapped frequently shop
at home because shopping downtown is too difficult. Furthermore, the traffic
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problems associated with downtown and outlying shopping centers create a
need for more convenient shopping methods. Particularly in regard to the
recent gasoline shortage and the uncertainties of the future relative to
energy, the in-hope convenience of catalog buying provides consumers with la
viable alternative to remote, in-store shopping (6).

Another factor contributing to the increase in catalog buying may be
the reduction of risk which consumers in the past have associated with
buying unseen catalog merchandise. Manufacturers and retailers Ave made '

great strides in standardizing and branding products. Consumers themselves
have become mor educated and sophisticated shoppers: Furthermore, the self-
service format f supermarkets and discount stores has contributed to the
consumer's abili y to judge quality by forcing choice in merchandise with
little or no ai from salesclerk (7).

Although retail sales statistics indicate an increase in mail order
purchases, they offer` no information which may be utilized to identify fre-
quent catalog shoppers. Moreover, the research which 'has been conducted
related to catalog shopping behavior primarily describes consumers on the
bates of demographic and socio-economic characteristics (6). Since several
authors (2, 10, 11) suggest that recent changes in socio-economic tharacter-'
istics of consumers raise doubt as to the usefulness of,these valuables,
Life-style analysis was employed in this exploratory study to examine mail
order, catalog, purchasihg behavior. The specific objectives were:

(1) TO identify stratified groups of Sears, Roebuck and
Company shoppers based on life-style characteristics, and

0

(2) To examine thesegroups formed on the basis of life-style,
. characteristics in order to determine.if they vary tig-

nificantly on thebasis of, catalog shopping frequency.'

'Methodology

. Sample

The sample for the study consisted of 680 TuscaloosA, Alabama,,residenis
who were randomly chosen from the Sears,.Roebuck and Company catalog mailing
list. The 680 member'sample represented4en percent of all-Tuscal663a resi-
dents who'received a Sears Roebuck and Company catalog in 1974. In each case
only female subjects were retained for the study., In the event, that a male
name appeared in the sample, surveymaterial_was sent to the "Mr." in the ,
household. i .

Questionnaire

. Each of the 680 subjects in the samplewas sent .a questionnaire through
the mail. ,A business reply envelope was also included in order to make.;
respondipg,more convenient for the subjects. Responses were collected for
a two week.period. One week following the initial mailing,1 a post card
reminder was sent to each subject. A
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The questi2onnaire utilized in the study was composed of three parts:
life-style analysis, catalog usage index, and demographics. Both catalog
usage as determined by the frequency of.pdrchasing catalog items and demo-
gtaphics were used to group and classify the catalog shopper.

The life-style portion of the questionnaire consisted<of forty-five
Likert statements directly related to nine'life-style variables (Table°1).
Each statement was'ratall on..asix point continuum from definitely Agree to
definitely diEagree. Statements for the questionnaire were developed from
unstructured interviews and previous research conducted by Reyrio1ds and
Martin (9) And Tigett and Arnold (1.3). ti

A pilot study was performed'in order to determine the overall readibility
of the,miuestiondaire items and to determine if each life -style statement was
unidimensibnal. For each statement an item analysis was performed td deter=
mine the correlation between that statement and the life-style variables to
which it was related (8). Negatively correlated items generally indicate
that the numeral values for the scale are not p4operly assigned and should
be reversed. Zer0 or very low correlation coefficients suggest that the
statement' fails to measure the life-style dimension to which it is 'related.
In 'earth case" statements utilized in the study *ere highly relited to their
respective life -style variable yet only slightly correlated With the total
pool of staTementS for the entire questionnaire. Therefore, each of the,
forty-five Likert statements appear to be differentiating'im regard to
life-style variables and were thus retained for the final questionnaire.

r\

'

: t

,

StaSistical,Adlysis =
#

4

. ,
, .

Calalqg shopping frequency was teastired by'resPondents' perception of
their "Usual" Shopping behavior foi. 9 products. The total pool of 39

\,' products was studied' simultaneously utilizing multivariate statistical
techniques in order to provide a more complete description of catalog shop=

,ping behavior. Specifically6'respondelits indicated shopping patterns by
scoring, for each product. listed, a scale rangifng\from One to sic with "one"
indicating the respondent never buys the prOduC=E-through the mail And "six"
indicating'that the respqndent always buys, the product through the mail.

The total sample of,280.respondents was randomly assigned to two sub-
SaMples since computer capacity allowed'for the grouping of a maiipum+of.150
sUbjecti. 1Lrd's, (16, 17) hierarchial grouping technique was then applied
to each of the subrgroups in order to-maximize the homogeneity of profiles
within the saw clUsters'taking account of all profile variables and all
custers at the.sametime..jqbre specifically, the hierarchial grouping
EfgArithlw starts with.N one-member groups of individuals 'and combines the '

groups until two'n-member groups are formed. At each level of the groupfng
.

process, the groups are combined so as to minimally increase the within
group variance wi,th each successive grouping. At any given stagein the
process, dsignificant increase in the within group variance indicates that
thegropping directly Preceding that grouping is the optithal clustering of
subjects.
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1-..rd1 rt,to .J,Lermint tilt iuceessfulness of the Ward's grouping technique,
a coefficient .f nr,fi/e similarity was determined between every possibly

of :0)oppirW, 4roup:, (3). Catalog shopping groups formed'

a five cluster atructdre in which Croup I, Croup II, Croup III, Group IV, and
Group represented Elost tirequint catalog shoppers, frequent catalog shoppers,

moderate catalog shopper,,, occasional catalog slioppert and infrequent

catalog shopper5,,respeetively. When separation betyeen groups is optimal
the coefficient of profile similarity approaches -1.00, indicating that
groups are less similar than would be expected by chance'alone. Lower co-

efficients, betwecu any two groups would signify the need for further grouping.

For the purpose of comparing the previously formed'catalog shopping
groups with the nine life-style variables, responses related to each of
the variables were Sr urftmed for each subject thus giving nine scores to be

utilized in the (analysis: rue lifestyle.v.ariables were then used to develop ,

.

descriptive portraits ,')f the identified catal g shopping groups using mul-

tiple ,Ji'scriminant analysis. o

.00

,The objective.of multiple discriminant analysis in this study was to pro-
duce, an orthogonal function that would discriminate between frequent catalog
shoppers 'ay infrequent catahVg shoppers. To accomplish this, weights were

assigli'ed t0 the lifZ-seyle variables such that the standard deviation within
-groups is minimized and between group varianc,iS maximized. Since the
kitendent variable, catalog shopping frequency, is discreet in nature,
discriminant analysis rather than regression analysis, which assumes the
clependent'vatiable is a random variate, was chosen (1).

Findings

IdentiXication of Catalog. Shoppina_Groups

0

The 280 catalog shoppers who responded to the questionnaire appeared to
,cluster into Live independent groups on the bases of their "usual" purchase

behavior £6r certain caLalog,items. Mean shopping pattern profiles were

degrmined fbr each,pf the five catalog shopping groups. Group I respresents

individuals Who most frequently purchase merchandise frompail.order
catalogs. On the six point rating continuum for proaCts in the question;

Group.Ishoppers most,frequentlY,chose "3" which referred to the
itateihent-,PI frequently bily through mail order catalogs" and "4" which
referred ,tothe statement "I occasionally buy through mail order catalogs:"
Similarly,. Group, II shopping means ranged from "2" to "3" indicating fre-

quent catakogShbpping behavior. Moderate and occasional catalog shoppers

were delineated by Group III and Group,IV means respectively. Group V

represented a -fifth segment,'the infrequent shopper, who rarely places a
catalog order.leMeans for the infrequent shoppers on each of the thirty7
ninepeoductst were "one's indieatidg a tendency to seldom shop by mail order

catal og. /

Although shopping gr8nps differed on the basis of purchase frequency,,-

there was little diti..rtnce in type of product purchased among the five

groups. 'In,i.;eneral, however, less frequent catalog shoppers did tend to

pufchase Fiore ieweliy, gifts, and toys while frequent c-ritalog'shoppers

ordered bolb gift items and Staple goods from mail order catalogs.
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^Analysis of Catalog Shopping Groups

4,

-

.

After the five catalog shopping groups had beep identified an effort,
was 7..ade to determine if a relationship existed between shopping groups and
a set of nine life-style variables, a mean life-style score was determined
for ch of th groups with regard to each of the We-style variables
(T le 2). Considering mean scores alone, a rough profile could be devel-
oped for each of the five groups. Group l'shoppers, the most frequent cata-
log shopping group, appeared to be "fashion conscious," "ptice conscious,"
"inno.vators" who are neither "credit users" nor "store loyal." Moreover,
the most frequent shoppers, to a lesser extent, seemed to be more "price
..nscious" and "self-confident" than did less frequent catalog shopper's.
On the other hand, less frequent shopping groups had a greater inclination
toward "credit-card usage" and "store loyalty."

Although mean scores are useful in indicating characterisitics'of
shoppinggroups, reliability of the measures in separating the groups must
be determined in order to provide meaningful contrasts. When univariate
F-tests were performed between the five groups on each variable only
."price conscious" and "innovator" proved statistically significant at the
.05 level (Table 3). Therefore, catalog shoppinglrequency groups appear
to be best profiled by responses lo statements related to Xheir attitudes
toward price and their innovativeness.

In order to examine the ability/of life-style variables'to maximally
separate catalog shopping groups, a discriminillTrE- analysis was performed on

the data. One discriminante score was extracted which accounted for 57.26
percent of the variance. To determine the extent to which each life-style
Variable was associated with the.first discriminant score, discriminant
correlation coefficients were determined between each life -style variable
and the discriminante score (Table 4). Correlation coefficients were also
calculated for the other three'discriminantscores extracted by the dis:
criminant analysis; however, due to the limited, amoune.of variance they
explain, further analysis of these scores was abandoned:

Four of the nine life-style variables were strongly associated with the
,first discriminant score. More specifically,,"price tonsciotsness" cor-
related 0.593 with the first discriminant score, "sociable" correlated
0.5730, "innovator" correlated 0.7168, and "ifiore loyal" correlated -0t5708.
Since the proportion of variance accounted foil by a variable is,ehe corre-
lation coefficient squared, "price conSpidus," "sociable,". and "innovator"
explained approximately 36 percent, 33 percent, and 5k percent, respectively,
of the variance associated with the first discriminant sore. "Store loyal,"
however, was negatively Correlated with the discriminant score, indicating
that sh.Oppers who tend to be "price conscious," "sociabre," and "innovative"
feequently shop for goods andsrvicesin more than one store.'

In addition: ;'price conscious" and,"innovator" whogestorrelationWan
the principle discriminant sate was highly positiye were also most con-
sistent in rankings across the five grou0 in the mean profile analysis.
Similarly, "store loyalty" which has a high negative correlation with the
discriminant score'was also consistent in ranking of groups; however, the
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. .

ranking was inversely related to catalog. shopping frequency: Therefore,
"price onscious" and ",innovator" related statements because of their statis-
tical siglificance and becau§e of their highly positive relationshipwith
the discriminant score, appear to be most important in identifying catalog .

shopping groups. ,
. .

0 .
..:

.

.' ..

To further examine the data, group centroids (multivariate means) on the .

first discriminant score were obtained (Table 5). 'Me eentroids positioned
'each of the groups in a one-dimdnsion space by their relationships to the,
iine life-stile variables. The relative distance between each of the gro4s
on the vector directly relates to the centroid order. Therefore, Group III,
oderite catalog shoppers, and Group V, non - catalog shoppers are lowest oft.

.

the vecc,r; Group II, frequent catalog shoppers, and Group IL, infrequent
catalog shoppers are located relativdly close to each other near the middle, -

of the vector; and Group I, most.frequent catalog shoppers, occupies the
highest position-on the stale. Positioning on the vector would tend to in-
dicate that although Group /I is different from Group IVand III is different.

exhibited
Group V 1.n regard to catalog shopping behavior, little difference Is .

-exhibited in their life-style profiles. ,

Discussion

Although this study was limited to catalog shoppers in one community,
the investigation does offer ipsight for mail order retailers. More speci-
fically, the research findings indicated that residents in a tradearea can
be segmented on the basis of catalog shopping behavior gnd that these seg-
metits can be distinguished by certain aspects of the meulbers' style of life.
Therefore, analyses of the relationship between life-style variables and
catalog shopping behavior in this study offer mail order retailers exciting
possibilities for reaching various segments of the catalog market.

Thus, in light of this investigation, ratailers desiring to capture the,
segment jf the catalog market which most frequently utilizes mail order-caia-
1.1gs would be wise to stress 'the ease and time-saving aspect of catalog pur-
chasing in prJmotional campaigns. Furthermore, since frequent catalog shoppers ,

also tend to be more innovative, these shoppers would be expected to perc ive
less risk associated with catalog buying. However, frequent catalog buye ; s
would also be inclined to demand more variety and novelty in product lines
offered by mail order retailers.

On the othei hand, since less frequent catalog, buyers appear to be more
'store loyal and more likely to make credit purchases, retailers seekings to.

cultivate this market must develop markelering strategies unique to infre-
quent catalog shoppers. More°specifically, mail-order retailers should
concentrate on developing consumer loyalty since in most cases once-an in-
frequent catalog shopper choOsas a store ,or catalog from which to shop, most
of his purchases are made there. Furthermore,-- since'infreqtent catalog
shoppers have'la high propensity to make credit pUrcliases, 'catalog retailers

interested in developing this segment should provide a wide variety of
credit 'o.ptions in order to attract this catalog shopping segment.
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t

Furthermore, .life-style'profiles of catalog shopping segments could
provide insight for consumer educators partitularlydn the area of educe-.

tiona ..teria1 planning. Moreover, knowledge of the aspects'of consumer
, life - styles which,affect catalog purchase behavior is essential in directing

consumers toward m' re intelligent catalog purchases.

More specifically, since.more frequent catalog shoppers are inclined to
purchase less expensive,,relatively.new merchandise: these consumers are
puhicularly susceptible to the risks associated with purchasing unseen /
catalog Therefore, although larger mail order retailers have made
5rtat strides in standardizing and,branding mail order goods, less' reputable
dcalerg often offer inexpensive,.inferior.merchandise'in qrder to attr ct
.on,,umers. Thus. consumer educators should be,especially concerned wit
de%'el ping Udueational materials which.will,alort catalog purchasers to le

fact that he price and newness 15f a product are dot always sufficient indi-,
.cators of the-quality-of the merchandise.'
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A TECHNIQUE FOR THE STUDY OF, SPATIAL ACTIVITY

PATTERNS OF ZFRA-MALL SHOPPER

st)

Anne Sweaney
d

Doctoral Candidate

t,
The University of Alabama

,

th'e increased mobility.of the population after World War II, the
shopping center becamea rttail and social; phenomenon in America.. Many Ameri-.
caps have been lured away from the CBD by the convenience and the variety of
products and services offered.in these Ubsiness centers. Families are com-

bining shoppingtrips and entertainment.

Although numerous studies have been made-concerning shopping centers,
little-1f any. information is'available coriceriiing spatial activity patterns':

within/the shopping center., These patterns are operationally defined as'the
routine patterns followed.by shoppersas they attempt to maximize the mar -,
ginal utility achieved front various kinds of shopping trips within a mall.

Purpose

Thd two-f,old purpose of this Study was first, to identify empirically

the existence of spAtial activity pattern's within the shopping center, and

second, to develop a method df.identifying,activity pattdrns of shoppers, with.-

Mall. ,

The value of this study'0.es not with established malls, but with the
planning and organization4o.e new malls and/or additions to existing malls.
The information techniguevresented-here has pragmatic application for the
complex designer and/or the tenant in determining the best 'tenant mix/tenant

selection.
o

er. Site and Situation

4

. .

A. Lacation A..
0

This study took place at McFarland M'all, which at the present time is
, ,

.

the largest center of.its type in the Tuscaloosa urbanized area. Located at

8t
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,

4

, ,
s. ,,, . el

.
. . %

I

4 thu intersection of 6k; land Boulevard and McFarland Bouleva0'and also the
'-' 'interchange l''' rnttrsEa..e'59,;, it covers approxiMately 40 acres of Section 31;

..

A,'.411 215. rar',.. gc..; ,-f, Tuscal.:osa County, ArabaMa,
1

-..

"
,,,\ ., ,

,

.

. .

Arflatinig the 44utral. gr,o'wth areas of Tuscalobsa, there is a strong
tr,nd:,twaY0 t.1Y :.:otlt,licAst;.. These maiu- areas ofdex;elopment are' within easy

6
acpLes.s t,6e activTey. These-phsical location,factors contribute to the

0

r '

1

Ivenali'activity at this, cent.e.ril .

,

.

. I -' .- ..'"4,

4
,

,-- : ', '''

, , ,
:3- Type q Cent.er .7.

....; ,. i .
, e

, k

'; ,. rite classifca0.0n of Shopping cents has heen discus6gd in the litera--%,'
1,e, ,;,;.K.Iley12, Raker and Funare, Hoyt., and others.` ;Although the defini-

,

tions difTer'in detail, their basic tenets are similar!
: %,, . . ,

.

',Kelley _defines the regivnal shopping ceneer.is, "one-designed to serve

frnm 100,000,to 'onermillio.n4or mote residing-pithin 30 minutes dtiying time
,..if the: city. Included aro one or two majof department storebranches in cddi-

, Lim t,), convenience and specialty goods stores. B6nches includes 100,000 to
300,000squ'are feet of 'selling space." eKelley,went on t6 de"scribe these'

. cente-rs as 2cfering the most -variety of goods'and services' DUtside.the CBD.4
. . 4,

,...

r W o _, ' i4 .
MtFarland Mall eonsists-9f 48 busidesses occupying 400,000 squarGfeet-

.f.stm-e space.5 It. is locateh'oria.A0-acre site &n Tuscaloosa, Cotinty, which -

. had an estimated 1172 population of 117,70'0. Because of is close adherence
ti the Kelley definition,-Maaraand Nall will be classified asla regiohaf cen-
ter:ter:eor the,purposeWf the study. "'. . ,.

e (")

/

. ,

6 .4 ,. -
0 °.. .
, .

On, -Populous Characteristics'
4 -4;

. OS, .

o:

The most commonly,use& and most valuable kndicator's of a community or
. "than area ,acre the characteristics of tlik people who live.there. .

.
.

.
-,

dy. .. .

0The general characteristics of the poputati
4
rt bfiruscaloosashow that :,

,
in almost every age group females outnumber mates. There is'also an indiCation
of jutmigrationie they twenty- to twenty -four year age group; This %.,Ts mor'e %..-'-

prinounced for the male sector than for the female sector,fasagg, il-respee-,.2
Stive of sex,,increase stile importance to the retail:dr and the clgvelopec, et-

pejially if the results ar this study-ctinue- tb be substantiat94 ,
.6 .

A
tV '

0

0

D. internal Layqut '. 0 ,
.5 ."4 ,e

o 3 P .0 ....A.,. * .

The mall, which was completed in 1968, was 'designed by.developer Werd .

McFarland, Inc.; 40 incorporate the idea' Of retail affinity. The L-sil4pe%
.

divides the area, into three distinct segments. (Appendix Al,
,. 5- -

-
r .

, -,

ThP,s,etion from Wloico to the corner was designed to Serve 'a lower- . ,
income cliwtele. This_vill be referred Coas,the'Woolco or the 'flow-end!." 1". .

, 0

,
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,

4 c,
The oehpr wing,from Gayfers to the coiner, was arranged to serve a middle-
to high-Income gtoup the. inclusion of some specialty stores. This will

be called She "high-end." Another section ti)at needs an identification is

the area where the specialty stores are concentrated. This will be termed

the "specialty,area," and it featurei such stores as the Beehive, the Little
'/Galery, anTI Baskin Robbins. (Appendix A)

5.

8

tement of Hypotheses

,,.

The following four h potheses were selected as the foci of the' study:
...,.'

.^
t

.

HI,: `SAP'S do exist for intra-mall shoPpeis

°
.

..A, H2: 's are a function of Age, Income;
)Sect, , Composition of Shopping Group, ' >,

es

- , and Purpose of the Shopping Trip,
or SAP=f (A,I,8,C,P)

. ,

. . . ,
1

.

' .

Hy: Some relationshi.p does" exist between (1) -

driving time to the mall, (2) time s'Ont

in the mall, and (3) SAP'w

H4: Some relationshi,paoes exist between
the individual's SAP.drid the physical

.

arrangement of the stores.

'
. e

These hypotheSe provide...the framework for the remainder of the study.

0 P"Methodology .
3

t0'..
Icthree-part insErument'was,developed to collect and recordthc data:

.(.1) a stale drawing of the mall layout for consumers,to plot their shopping

pattern; (2) a questiohnair4 administered 5o the stioppers'by an interviewer;

and (3) an observation questionnaire completed by the interviewer. From"the

data gengrate.d. by the interviewbbbservation technici4e, some inferences could

be made from the SAO's ,pf intraMall shoppergr,
0,

°

" o

. ,

.

The instrument was - designed to generate the information/ needed for testing..
. ., the four hypotheses: e scale drawing.of the mall layout was used-to' aid

,,the respondent in.edir6uniCating the pathway followed, as well as the stares -

visited during the trip. Each respondent was asked t.6 retrace on the drawing

,: the.exacx path the secmence he followed through the mall. This included the

entrance and 'exit points,'as well as the actual pattern of movement through'
...

, ., ..
.
the mall. "With the, scale drawing to aid recall; the proces!. of platting the

.
ft spatial activity pattern was accomplished With little-difficulty. 1

..-

.
..., 11:ext,the responderityas asked a short series,of questions, incWding

location ofresidence, travel time, to the mall from the residence, :p6tpose of

.
the'shoping trip, time spent at the anall, stores shopped most, often, and

4 .approximate'tdial famil 'ncome.
%.4 /Ar .

4

I

f
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, ,

the respondent departed, the interviewer recorded a'few observations
.

of the slloppex lust interviewed 7 approximate age, composition of tie shopping
, , _ ,,

grx0..51%.,x,-exit uStd, and limber of bags the shopper was carrying.

.

'

1

. . . .

4
Vie tqta:1 interv(-iewfobservation sequence was brief -e--less thantwo

.

.
minut4., coWetPiently, shoTypers' were cl,tained only momentarily, and thus there

f

.were
.

no
, -rf. eusals.

. , ,

.

;
4 /

. ,

.

. ,. A.quota,..-;applewi's used to select the respondents to be interviewed.
. c.ire!,e respondents were classified into - groups: according to age, income, sex, ,

..:.c.,mpoO.tion f 'shopping etoup, aq purpose of_shopptpi trip.. The selection

,
.,1" rts"boidents was made so that the proportion of sample- members from each

;;tratum would reflect the relative size and heterogeneity ofthat stratum in

the p''rilatb)n.'
.

"Th-,
.

, .

,,,

- )11 :s Na check against
0
the results of the sample, the distributions 9f in-

c.mo.tatid'sex achieve-dip the sample were compaied with the population propor

.tiohsiromulgateeby ce4pus data. There was very Little difference between

saiople diqtf'igutl.)ns and ?hose of the Tuscaloosa SMSA census data. A total

.i.f.'si.,-ey-five interview/<pservations werq completed during the time periodat

the mall. .'

To.pret-est the interview/observation, technique, several respondents were

followed from the time they entered the mall to the time of exit before the

tristrunfe'rit was administered. ," Upon leaving the mall, the respondent.,was

,askedto.recreate his pattern through the mall and answer the questions.

EtRally, the ogservations were made.- This, process tested the reliability of

9 the responses given frqm recall by those shoppers stopped only as they left

. ''''the mall.

A 0
To carry the -testing of the instrument a step further, a group of thirty-

!

Live .responOents was asiced to recreate, with the aid of the scale drawing of-

the) mall layout, -the pattern followed on their last shopping trip to the,mall.

The respondents-experienced little difficulty in recreating the travel pattern

through Ghe mall when shown the scale draZiing eo aid recall. Thus; a total'

of:ome hundred interviewiobservations was made using this instrument. However,

the one hundredi0erview/observations contained the responses of more than

one hundred individuals because some of'the-respondentswere meMbers of .

shopping groups. The simple ansisted of a total of 198 individuals..

When the data were gathe%.red, the next task was to analyte'the,ppatial

activity patterns. An acetate transparency was made for each mapcompleted by

all respondents. This transparency as placed on a scale drawing of.the mall

layout to reproduce the pattrn followed by each shopper. Each of the trans-,

Rarencies- was coded with .a five-digit code to identify the socio-economic

.characteristicslof the respondent mapped. By using th-is .method of coding,

the. spatial activity patterns could be grouped by any of those socio-economic

characteristics for analyticapurposes. When all responses falling into one

income range are grouped, a cOmposiie spatial activity pattern can. be developed.

'The valuOot this procedure is unlimited.and can be used to analyze visually -

the patterns of a common grRlup.

11

-a
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To prry the analysis further; the relative concentration of respondents
in each group in the various mall segments was analyzed. The mall corridors

were divided into one-inch segments, each representing lop'. In each group,

. - such as income group $10,000 - $14,999, the respondents passing through a

particular segment were counted. Then, each segment' was shaded its respec-
tive color, reflecting its Luvel,of concentration in relation to the other seg-

ments for that particular group: The .use of Mall Segment Analysis (MSA)

facilitates both the quantitative and qualitative analysis of the, aggregate

- patterns followed by the various groups. This type of analysis allowed the
researchers"t6 draw inferences about the patterns followed by the various

groups of respondents.

Also, the average number of feet traveled.through the mall corridors for
each group was then computed, using the following formula: -

n
. 2.

Si
Average Feet Traveled =

i=1

ti

N

Si = the number of feet traveled in the ith
segment, and N = the total number of respondents
in that group.

'
4

'Results

The data collected enabled the researchers to draw a number of inferences
concerning spatial shopping patterns of McFarland Mall patrons. The use of

transparencies for the analysis of SAP's provided a convenient method Of,

spotting these patterns of intra-mall shoppers.

In addition to the use of ,transparencies, a Mall Segment Analysis (MSA)
helped to determine the areas of heaviest concentration of the SAP's. This

technique was useful also in determining the differences observed between,and

within each demographic group.

The first hypothesis to be tented was:

H1: SAP's do exist for intra-mall shoppers.

When the 'transparencies were combined into common groups by age, income, sex,

composition of the shopping group, or purpose of shopping trip, distinct patterns

began to emerge. As an example, the patterns of all individuals whose income
level' fell between $10,000 and $14,999 were-placed together, revealing a common

pattern followed by each shopper. When the same procedure was followed for the

other groups, the commonality of patterns became evident. Thus, it was con-

cluded that SAP's do exist for intra-mall shoppers.

Spatial activity patterns are considered to be overt behavior of the'

intra-mall shopper in response to 0 group of stimuli. It is believed that

the shopper forms a cognitive mental pattern as part of the mental process

coppleted prior to the actual shopping venture.

r
,



With the contention established that spatial activity patterns exist for
antra -mall sshoppers, the study examined in greater depth some of the more
imp r:tal. factors affecting the shape of the pattern. Carrying the research
a step further, the MSA's reinforced the existence of SAP's. The test re-.
sults of the first hvpoth.sis lead t- a second hypothesis to be examined for
La grater understanding of SAP's:

11): SAP's are a'function of age, income, sex, compOsition of
thy shopping group, and purpose of the shopping trip, or
SAP, ,r SAP= f(A,I,S,C,P).1

this list ,f variables having an effeCt on the shape of SAP's is' not
.1-l!-Incln,ive, these variables are `among the most important determinants.

A. Inc

Inc,me'w4a variab that affected the'form of the activity pattern.
'ahle 1 shows tne relationshfp of income group to the Average number of feet
traveled f.,r each SAP.

a

'he income group of less than $5,000 had'ibs heaviest concentration at
the "low-eid" and traveled an average of 716.6 feet, which,wag farther than
any )ther group except the more than $20,000 and student categories. This

faet supp its the hyp theses that lower income shoppers will concentrate their
SAP's toward the "low-end," but will travel most of the area'.

la, shoppers in the income range from $5,000 to $9,999 traveled near.'
h,th the higher- and lower-end stores, averaging 600 feet'of mg-ll'area, which
was the shortest SA0ef any income group. The SAP's of the $10,d00-to $14,999
Ineme group were he'auily concentrated at the "low-end," but the shoppers left
the area by fore entering' Woolco. Many of these SikP'4 showed the APC store as
the reason for choir travel to this area.

A cnitrasr was +served:when analyzing the $15;t00 to $19,999 group, who
shifted their SAP t< the high -end: and traveled an average of 23 feet fart
than the $10,000 eo 14',499 income group. The heaviest concentration for this
group was at Gayfers. This group also demonstrated (nor? use of the entire
"SpecialtT Area':'than'lly other group.

.

Siitqi.lar to the 510,00g to $14,999 group, the shoppers in the over $20,000
Category concentrated their SAP in the hih-end," althougl they traveled the
entire mall,:with very light frequence of Woolco.

Surprisingly enough, they did not frequent both sides of he "Specia
Area," 4ily the, Btehive Baskin Rohbines,,ccrridor. One observation with t is

group is' the fact, that their average length of SAP (800 feet) was longer,tha
the previ 'us grquOs dist:els-sett. One reasoa for this might be that they may have

.

more time and want t "look."

The final inc ,rie categor% to lie discussed is liaf'of students. group
averaged 102S.11'feet f SAO and traveled the entire area, with the lightest
cncentrati ,n in the "Specialty Area.." The reason for this lengthy trip could

a
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b_ that many these sh,pp'ers come to the mall for recreation. Table,l,and

Figure I show the relationship of the average length of the trip traveled'for
the indi%idual income categories.

B. Age
f

When the composites by age group were examined, several observations were
made concerning SAP's. (Table II) Shoppers in the 10 -20 age group seemed to

have no preference for any particular section of the mall. An interesting ,

finding about this category was that they traveled farthei than any other group.

This, inding Lorregpona with the Student Income category discussed earlier and

seems to have logical implications. The recreation,purpose of their trip and

their y's)uth.can be said to be determining factors.

The 21-30 age group balanced their trip at both ends of the mall, equaliz-
ing the number of observations at both anchor tenants -- Gayfers and Woolco..

The neaviest concentration was ob'served at the "high-end," many of these shoppers

being upwardly mobile and stri\cing for established incomes. This might help

explpin Why their average trip was the shortest of any age group -- 623 feet'.
lime spent and the presence of children also helped to explain this observa-

tion. ,

/raveling only eight additional average feet, the 31-40 age,group.showed
their heaviest use of the "low-end," excluding'Woolco. This was not true of

the "high -end" anchor tenant, Gayfers, (Here the second highest concentration

was observed.) This age grodp.frequened the "Specialty Area" More,than any .

other in this demographic classification, with the Beehive - Baskin Robbins
corridor receiving the most attention. /

The 41-50 age group dramatically showed favor to the "high-end." The

greatest contrast between the two anchor tenants could'be seen here. Gayfers

' received the heaviest trafkic,Naile-Woolco had slight activity. This age

group Is directly related .to the higher income.grOups and shows 0 similar, 'but

even more pronounced, pattern.

Approaching retirement, the,5160 age group. showed a defin to concentra-----' .

tion at thirlow-end." They were a mobile group and traveled an average .pf

885,7 feet per'S40, which is next to the highest in this classification. 'The

pi Members of this age group were most often alone or with a mate 'and did not haye

'childre-n in the group. Therefore, they, seemed to go fOr pleasure and were

quite inde-pendent, which fac5j is. demonstrated by the trip length.

.

The 60 years or older category ranked fourth in average length of SAP,

and these shoppers spread their trips throughout the entire mall. They did not

have a significant preference forweithtr the "high-end" or the "low-end." Many

of these shoppers were members of a lower income category since retirement.

HoWever, no significant difference was ob'seryed between the pattern of this age

groUp and income. They may still hold thsame pattern they had before retire-

ment. Figure II and Table II depict the relationships that exist among age

groups.

81
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TABLE I

Average Feet Traveled By Each Income Group

Income Group
gverage Feet

Traveled Rank

1. Less Than $5,000 716.6 3.

2. $5,000 - $9,99 600.0. 6

3. $10,000 - $14,999- . 625.0 , 5

4 $15,000 - $19,999 . . 693.0 4

5. Greater Than $20,000 810.0 2

(1. Student 'Income Range 1028.6 1

o

f000

960

860

70)

Average 600'' t
Feet . .

Traveled 500

400.
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100.

.
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e

FIGURE I 4:4
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TABLE II

Average Feet Traveled By Each Age Group

Average Feet
TraveledAge Group Rank

1. 10 - 20 Years Old 950.0 --1

2. 21 .- 30 Years Old 623.0 6

3. 31 - 40 Years Old 631.0 5

4. 41 - 50 Years Old 723.0 3

5. 51 - 60 Years Old 885.0 2

6. Over 60 Years Old 683.0 4

1000

900

800

-700

Average
Feet 600

Traveled
.500

400

300

200

100

A

FIGURE II

a

10-20 21-30 31-40 41-50 51-60 >60

Age Groups
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C: C2mp.isition of Shoppinii Cr,up

C p 4 the shopping gt- up gives -added insight, 'into the deter-

minati in 4 W iSs, which can'be en by ale III and Figure III. In ',length

of trip (616 feet), single shjppers ranked .se"cond only to two or more people
C

of the same sex: The single shopper frequented the entire mall corridor,
with no significant emphasis on, any area except the "high-end" tenant, Gayfers,
which had by far the heaViest concentration. Single shoppers were the most

frequent visitors to the "Specialty Area."

Adding a mate to the,single shopper Cleoreased the length of the trip
hy 2-1 feet. and shifted the area of concentration. Now the heaviest traffic
was near the "low-end," with the heaiviest in front of the ABC store. These

respondents did mt,.however, show increased patronage to the "low-end"
anchor tenant. The 'Specialty Area" lost considerable traffic when the
shopper wa'S accompanied by a mate.,

When- singlv.family Members shopild with'children, the lehgth of the
trip decea.ed even more, thus forcing this category to last place. There

was no difference in the patronage of the anchor tenants. This group traveled

the entire4C1rridor except,for the "Specialty Area" and gave only slight
favor to the "'high- end."

Two Dr More persons of the seme qex were significantly different i4 at
least%one aspect -- the length of cheiaverage shopping trip. They were by

far' tbe,farthest travelilO group (Table ILI), giving slight preference to

the "16,w-end." A 37 per cent increase in average length was experienced
when.to'or more traveled together.

Another variable that acted as a.f,urther determinant of the pattern
was the sex of the shopper (table IV and Figure IV).

Lone male shopperL exhibited a slight tendency towetd the "high- end,"

as did loe:e6malo shcippets; cotiversterY, the combination of both sexes

shifted (he concentration to the "lowend."

The "Specialty Area" was frequented most often by the females and second
At- by the combination, while males frequented it the least. The '!high -ead"

tenant, GayCers, was dominant for the women as well as the men, but was not
as strong for the combination Of sexes

Tk females traveled thi longest average SAP, an average of 263.6 feet)
more than the males: However, whenmales and females were in a.group togethek,
the trip of the female was curtailed more than theltrip of the male was in-

.

creased (Table IV).

From this brief analysis, women shopping at McFarlevid Mall seem to
travel farther and frequent more areas than do men or combination grbups,
although other patters are similar except for the Concentration in the
"Specialty Ar,:a."

, 96
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TABLE III

Average Feel TraveledBy Group Composition

Average Feet

0#

1.

2.

3.

4.'

Group Composition Traveled Rank

Single Shopper
Couple (Martlkd or Otherwise)
Single Member With Children
Two or More of the Same Sex

616.0

595.0

583.3
845.5

2

3

4

1

Average
Feet

Traveled '500

1000

900

800

700

-600

400

300

.4,.,. 200,

100

ti

.))

FIGURE' III

Average Feet Traveled"By Group Com asaion
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TABLE IV

Average Fet Traveled By Seg Group

Sex

1. Maie

2. Female
3: Combination

0

Average Fe-et

Traveled

605.8 '

869.5

.FIGURE IV .

Average Feet Traveled By Sex Group

ti

Rank
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D. Purpoge ofShopping,Trip

The respondents were asked to classify whether their trip,wds single-
purpose, multiple-purpose, or "just locking." Some interes,ting results

emerged, which cnei be seen in Table Viand Figure V'.

Those shoppers who.Said ithey came /for a specific purpose actually visited
all areas of the mall and traveled an average of 554.3 feet, while those
who said they had more than one purpose exhibited a much longer trip, 768 :2
'feet, which was the. longest of any, in this classification. The responses,

from the single* and multiple-pirpose,ihoppers draMatically show the areas
-,, ,visited. Thp single-purpose shoppers'wete drawn egnally to both anchor

tenants, u)hile those of multip n purpose tended Edward the !'high-end" anchor

tenant. The power to draw pecple,for a single purpose was shown by the I-

specialty stores,such as theiteehive, little 'Gallery :and"A,BC Store. -

/

Those who said they w/re "just,Lookinei did just that. They equali4d
their /trips throughout the entire covidorland "looked" everywhere except .

,.---

one section of the "Speci'alty Area." , 4'
'.r, '

From the
precedin/

g analysis of the'factors influencing the Spatial
activity patterns of intra-ma1,1 shoppers, it was evident that there were
certain determinants/that could be used in thedesign'of mall layout, as , ,

.
well as tenant selec(tion/tenant mix. Retail merchants could benefit greatly

.

.

from the use of such patterns. '

6

1-13: Some relationship does exist between
(1) the driving time to the
(2) the time spent in the mall, and

(3) the spatial activity patte,,rns

As was expected, a relationship was.found between the driving time to

McFarland Mall and the length ot time spent at the fall. ,Although the data

obtained did not lend themselves to exact time comparisons, people who live

more than 15 minutes dfiving time from the mall stayed an aver f from

one to two hours, while those living less than 15.minutes fro the mall .

averaged less than one h4ur's shopping time.,

Single family members with small children 'tended to spend 1.is time in

the mall than those shoppers who wer- alone or with other adults, regardless _

of theifr/age`category.

, Although he activity patterns of those e-who came for a single purpose

and those who had more than one purpose were similar, the time spent differed

between these two.groups. The single-purpose shoppers stayed a slightly

.shorter time than did those who said they had multiple yurposes:

Females shopping alone or with another female stayed longer than did

males either alone or with, another male.
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-r- TABLE V

A erage t Traveled By Purpose of !Shopping Trip
1

Average Feet ' 1

se Traveled -Rank

1. Sing urpose 554,3 _ 3

,2. Mult -Purpose' 768.2 .1 :

3
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.1

The income groups than tended to'shoP more ofl the mall spent more total
time in the p-rocess; Th6 individuals and couples who visited only one More
tayed on the average less than one-halt hour, while those who made more than

one itop stayed more than 'on hour. ,..-
- i

, ,

.-
I. (.1

Although there-were limitatIonsinvorved in the type-of ata and the
manner of collection :onc'erning the above hypothesis, it doesiseeM to have .

° Merit for further study of'a more det,ailed nature.

The fourth hypothesis .to he tested concerns a relationship between an
intra-mall' Shopper's spatial activity pattern a d.the physical arrangement

.
of the stores.

..114: Some-relationship does exist b'etween the spatial activity..

patterns of,,intra-mall shoppers' and the physical arrangement..
. of totes. - ,. .

;:), . .

, : ..
..

Given the fact that spatial activity patter s do ekist, it, is imperative
that the arrangeMent of,itoresyithin the all correspond to the desires of

-,
the shoppers. Sh6ppersattemptto maximize the utility of their shopping
trips b the natUte of the pattern folloWed through the m 11- Sample
patterns ow smoothly ip a logical sequence with little ffort wasted, which
indicates he concept of shopper efficiency. Each Zshopp r attempts to

.

accomplish the trip with minimum tithe, energy, and move spent on movement.

J
-...

The stores in the mall tend to be arranged'An. groups with somewhat
common elements'. These elements could be*Olative to the cost of goods
handled, store image, qr a-va'rietyof other factop- To,be as efficient
as possible, the physical, arrangement of the stores must be madein an., , ,,

-.*

orderly fashion. For this to be' ccompliihed, areas cif the mall musI be
mAtched with the shoppers' spatial activity patterns. until -now no cri-

teria have be6n"promulgated fqr the basis of thi's arrangement, even though "-

the matching has been somewhat effectiVely'a'ccomplished. If "mail segmen-
tation" is matched with market segmentation-rthe matching task mightbe

.

.accomplished more. effectively. The objective of this methOd fs.to reduce.,

the costs associated with travel in the ma.11, and thus iptrease the marginal,
utility of he shopping trip. Consideraticin in 0,96ining.malklayout ghould

appealedlie given, to the market segment appealed to by each retail outlet:' The ..

stores with commonmarket 's.eiments should be grouPedto form malk segments%
This grouping woultLlocate the stores, with common.4appealg in the 'same area.*

If this were done, ',the. spatiaL activity patterns of.shopperswou.ld more
easilyachieve a highei' 'level...of. marginal utility. . ,.

. '

, -..
.

al

Conclusions
0, -

,

The purpose of this-Sludy was to'develop.techniques for analyzing the .

behavior of intra=r611.shopperg. Four hypotheses concerning the spatial
activity patterns.(SAT) shoppe'rs were tested. .

The first hypothesis Of) was accepted: spatial activity patternS do
exist for intra-mall sho$pers. Ezidence of such a pattern support6 the
contention that;shOppers somewhat preplan their shopping trips.

11

'

.

10.1
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.. ..

The second hypothesis,(H2) was accepted, Through.., the use of Mall Seg-,

merle Apalysis (MSA) for each of.the groupings, distinct patterns of-concentra-
I

itton ederged. Similar patterns were found in. each grouping, and-inferenees ,

could be drawn that indigated variations of patterns were assocketed.wtth t
variations of age, ifiLme, sex, Composition of shopping. group, and purpose

of shopping trip. Therefore., it waa concluded,that SAP=f(4,I,S,C,11).
. .

The third hypothesis (H3) was accepted. .Adequate evidences waA found

Co indicate a relationship. between the individual's spatial activity pattern

and the physical arrangement of the stores. Using MSA to develop the segment .

congentration exhibfts,presented earlier, it became evident that various'

intote groups concentrated their activities in those areas designed by the

developer to servetheM. Tht lower income groups shoppedthe "low - ends," while

. -the higher arldmiddle income groups shopped the "high-end." Ode interesting'

obserwatton was that both the lowest and highest gro4a traveled a similar

. pattern,..which, was the entire length of the mall. lit was,fioted, however, .

that these xwo .incode groups,misite the majority of their purchases at opposite"

. ends of the,mall. 4 .

,
,

.
.

. .

.

This study makes no pretention to be. definitive in nature; the purpose'

of 'the study was merely to 'show relevance of such a, technique ,to the study

of Consumer behavior.
1

..

'

\
,

(

'One vital question must still'be:answetedi'., What is the.value of
0
such m

. study of consumer behavior The benefits derliedfrom such a Study lend

thedselve's to three groups: (1) Center DevelOper, (2) Te4ant,Iand (3) Shop-.

per. Studies iftvolvingconsumer behaviqr such as thiawill, giVe additiOnal

, insight for,the shopping center developer into the tenant mix/tenant selection

process. One of the most impoitant questions affecting the tenant mix/

tenant selection proCess has been answered, here -- where do, the people shop

after ,entering the mall or center? The developer should use information
t .

such as this in choosing and placing tenants in the complex.

The tenant in a proposed mall can benefit ftogi this type of information

also. This information can be used by the tenant in selecting a location
within the mall-and also for determining an, acceptable range that can be

paid for'rent. For example, if a tenant is a phonograph record dealer and
knows his atarget market's average feet traveled, then he can position him-
self ,with respect to exits, etc., for the most advantageous position at the

least cost. I

The Shopper also benefits, rom this"type of study in that the information

provides developers and tenants with ways to,.reduce the cost of the shopping '

trip as defined earlier. Ihe s opver!d.trip within th' mall could bebsim4'

,plified to the greatest extent. f
i . .

V \ v ,.> . L ..... . .

There are also some strategy implications for the tenants within'a

complex. For example, this' informs fop -could'help answer theWestion of
. , ...

how a tenant can 'get his,market se ent to his store oncea shopper enters,.
.° .

the mall. . ;ir

ti
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0

Perh'aps this study ha$ an.even broader iMplication: Should we,be

studyingmails as single units, or should we be examining them fromaci

internal segmentviewpoint? This b.asic question needs an answer, _andhope-:'

fullywhen a greater fund of knowledge is compiled, the answer willybe

found. -

"":'

.Future investigation of spatial activity patterns using MSA as merit.,

.Thege studies could take a number of 'avenues% however,.the f011owin list

Ws beginning of the .vast amount of research` that shpuld be done in is
0

area.

< Vy

,
.

I. Studies of different malls should be made
,
to determine

what effect shape and organization of the mall have on

traffic patterns.
. ,

2. A study should be made to determine whether sales or
other.attractions influence people's activity patternd.

1B. A comparison should be made of the gro'ss leasable

area and SAP-

4. A comparison should 'be made of the rents paid by

the retain establishments and' the,characteristics
of the shoppers making purchases in these stores. .
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,The subject of what consumers'buy and why they purchase as they do

has been a popular topic for market researchers. More recently, a num-

ber of research projects have,centered,on consumers' wiljingnes,s to al-

ter their buying behaVOr n/favor of products that are sold with .an

ecology appeal. informa on that has lAen garnered from eheie initial

efforts, is both fascinating and revealing about the nature of the buy=

ing public's. involvement ,in societal economics. .

,

.
.

Societal Economics is .a useful terns for' describing the typical
.:,

,

tradeoffs that consumers often face, in the marketpl'ace. when they are

k
confroaed with43urchase decisions that trade persOnal preferences fbr

societal good. This type of purchase situaion is typical of ,the de- ,

ci#ion that a consumer must make between throwaway containers (conveni-

ence) and returnable bottles (environmentally safe). Similar decisions

e made wtien'cHoosing between low vs. higH phosphate content deter- /

ants and leaded vt. unleaded gasolines. The present list of products7,
.

.

that fit 'neatly into the framewOrk,of'analysis for describing Societal

Economics is not extensili; however,,theconcept is suitable for.specu-
,

latiOn'about A wide, range of products and services that are rapidly,.
,

becoming societal vs. personal tradeoffs.

Societal Economics and Voluntarism .
C

o

4

o
0

r 511

r, 4

4. 4

THE ECODOC CAL PRODUCT BUYING MOTIVE

A CHALLENGE FOR CONSUMER, EDUCATION

Roy A. Herberger, Jr.
Associate Dean'

Cradpate'School of Business
Univeristy of Southern Califottnia

Univerity Park
Los Angeles, Cglifornia' 90007

"A man is called seLfisH,
not for pursuing his'own good,
but for neglecting his neighbors."

-- Richard Whately

'
a

1

.,, People who are over the age of 40 will probably tecall the emergency

/
rationing programs of WW II and the importance of voldneaty compliance

in power and product consumption throughout a troubled woild. A time of

.-/
. crisis broughta,mUtual dependence among consumers and producers alike:

t ,

,.

/ k
r.,
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1' o ''0 f es- . .
e .6 0

More re ,ntl mile per hour Speed limits and loWeredthetmcistats
were results mporary energy crisis. It w4-fascinating to he `.

'(tit 1...4s'Ange watch drivers on our,Ueewalys "going'slow" and .
i - 1 helding to ks before the new,speed.limilts became law!

7 z

9
,

-1.,.,
. The point 'is:','Is it possible Cor a re possible public,to ieect in a:'

kioluntafy fashion !for the benefit-of the-eoCiely as a' whole? Likewise,
. . ,.

can the concept of a vo untary action nearansierred to voluntary eft-
sumption behavior?! ''

. '

.

4
o.. 0.'

, At the heart of th se inebtions lies an issue' so simple and yet so(,
., ,

' 4m'pdrtant, to the 4emocr tic form of, capitatism that i al ,and'
necessary'tp-expand on he nattreVf vOluntarism.,.

...

ConsumerisM, The Marketing Concept, and Intelligent 6nSaimption ) . ..-
'',

... 0
The three items of Consumerism, Marketing Coticep,t,,and Intelligent

.. .

Consumption are'alt related tp the idea of societal economics. The.mai7
keting concept, .said simply, refers to a Corporate ,phiLosophy that Pisces'..
the firm's customers at Che,fecds of its business aCtivii'y. Consumerism;
although more difficult to define, generally refers tb:

. . . the widAning range of activities'of government
business, and independent organizations that are '

designed to protect individuals from practices (of both .. .
..

business and governdent) that infringe uponitheir '

rights as consumers. 1. i,
... ti

Int,erestingly, .the tenor of curr t writing in marketin seems to
indircate, thpt the marketing concepti changirtwor,st. least in transi-
tiop, and that consumerism, dray be res opsible /4t last in part)/2,3,4e,_-:

,,gIntellient consumption is aconcept hat refer to the inherent respii-
sibiLities that consutheils tume in or er to gene ate/ maximum personal1
sdtisfactIon.per dollar expended in he marketplace. ..11othe'elaborates' ,

. ..

was follows:, 4. A . . '",

0

p

"z;

to,

. the intellftent .r.Dnsumr needs information, choice,
s,afetyks'recotirse,- and the lapaCt'tsbv to decide., Intelligent

Consumptipn arst requires that the,individual consumers'
t:consumptiOn choices.r.Aflect'hisahwarepess of the critical'
. socialproblems :ofxesources.(carcityb andehvironmeht
(pollution).151.

.

,ry ., The three philosophies of cOnstimerism, intelligent consumption, arid,.

the -inarke.1ing concept. represent . dif feredt, ad. yet sl.nitlar ,approtsches -to_
"A , `describe-Institutiohs, individuals and their relationship within society.

4., .

4 ., Such relat4onshipS,are the primary subjetrof-thi4 paper and the nature
A of volunta/y Consumption behavior. i f-

6
The marketing concept hats had a somewhat mixed.performdnce record

7/ ' llas,c.orporate managemOt '.as-tripd to sort outthe ever chapging struZ-

e tnre'of the markets they serve. ',

/
-

.
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4,

-to

The_esseatial element of the marketing concept that has relevance
here, s that this philosophyhas ap its roots thridea of "listening" -
listening toLc$nsumers and producing to meet their needs.

. - 4
,

1
.. -. .

A Consumerism, likewis,p, has at its base the content of "speaking" --

. .. making known the -dilemmas of _frustrated consumers ,that aren't' being /is-

tened to often or well enough.
. -

,

, - -
Intelligent consumption positi6nS,the consumer alongside the producer

., and fixes the responsibilities of exchange in the marketplace on both
parties.- The consumer is assumed to want to 'perforth intelligently and

responsibly, and the producer is assumed to offer products, information,
..'..,, and recourse that makefor just and sensible exchange..

'

,N a

0 .

Voluntary,olnsumption behavior it a subset of intelligent consumption.

. .

...

. Intelligent consumpt7on means, purchase behavior .that is' thoughtful,

rational, and.the maximization of personal satisfaction. Voluntary can- .

sumption.means trading off'a certain degree'of satisfaction for oCher,-*
,,..-formsAof benefit: in, this case, sociat welfare. , - .

-

, .. ,

,. t , *' .
.

Voluntary Consumption and the Ecology Motive

. ,

The general theme of the "Edorog Movea ment" has been the'foCus'op

'quality of life" issues. Often, products 'and the firms who make them

ave been the targets of public oUtrag as the industrial society spawne

he tragedies.O polluted water ys, f uled air, and h alth hazards. The

urioul3 dilepasi- IRO disturbed that'notonl are the industri- .

lists-4 Edidt,4bute, also the'pu lis...t ey serve. The ery baSic tenets j

.f the markeiTrig-concept, recall dp yieldHphe dons r as the focu's \ 10

Of produt develOpment and prod -tion! ,. ' . .

.. I- ,.
)

r
.0ftather than,4clwell oh Whom is at fault in producing our ecological'

1-problems, ft is perhaps useful to examine A Classic case of- voluntary
. .

..,consumption.

6

e ecolog

hOw con mgrs will%teact to motives that are essentially social in nature.
t

For egample, in the tate 60's when the ecology movement really;'began to

surface; a:whole set of new products such as biodegradeable containers'and
1.4ow. phosphate detergents began-to Come on the market. Often times, these

products wer4 less convenient and elien.moxd expentive'th'an bimilar com-

petingftems. Xonsumerawho,opted for these new...,productp were likely

demonstrating licildritaryaconsumptionbehOlior: %
IS V

\
t,. . :> . I . ,

ovement hds provided .us with a unique. way to observe'

,

,

Market,researchers were quick t see the 2p-portunityV observe con-

Sumer response to ecology issuee. I late 1970, this atithorhad the

opportunity to conduct a special sales.audit of ecorogicOly oriented \'''-'

products in a major western -food stdr,e\ hainin the,Co/orado area. The

research .focused om an effort by the f d chain ,to inforin consumers about

'how to e.,"ecol pcarly conscious." Their venture was analyzed\and its, .

success yported,4,n July oi,1971/6/. Results 6f-the',study'detdrmined

I r *
4 .n,

;
11 .
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^

that ec:1,,gica:.bu:,ivg motives were sufficiently strong to cause signifi-

cant erosin of mirket share in high phosphate detergent products.
!.i.cewis,.:retwrnable'b,,ttles and biodegfeAdeable containers showed matked

interests. !his study along with 9 other refevant research
pi..cts are prtrayed as the subject of Figure lrs, The" illustration pokntsa
oqt the wide range of issues and interests in the last fouyears of

.Nnsumer-product ecology research. .

,...

A f. Ilow-up study fo the Denver store audit Was made by Herberger
and'auchanan and reported irr- ulY,of 1971. Here, the authors added the

,
/9,

.dimensi,n of price sensitivit to the ecology motive. It we's noted that , 0

a significa t merltet segment was responsiVe to the ecology issue. 'How-
ever, iu the presence of fluctuating prices the ecology buying motive .

vo,: dterminq to be somewhat weak. e

Kassarjian, in July of 1971, reported'an.interestihg study of con-
sTimer,response to a proported environmentally sound Chevron 7-310 gaso-
line 7'. Among his most revealing findings was that the segment of the
market most concetned about pollution was. more aware of a product thA,
itu-omiseii a potential solution to that'problem.6 Likewise, consumers

"stated that they were willing to pay a.higher P.t. ce for a product that .

w_uld aid in the reduction of air p lluti,on.in t e Los Angelevares. At .

'least for aitrief period of tite,.r tai/ers of the Chevron F-310 gasoline
noted nu sisnificant,decrease'in sal s, eventhoughitheit'Oroduet was -

prfced several cents a gallon more t 'an eompeting'ptoducts nearby: '.,

Kasserjfanwas,unale to uncover any significant AdtographiC. or:sodio-
psychological liestriptives of Consumer; Who were likely.to be more con-

..--'4 corned aboUt ecology issues. He concluded his-study by_saying that it
.

1

r, was apparenil " 0-

1

1,
. .

.

!

. . .

. . .-that there is-nosimplelsegmentation variable other. than
I

the additiiie itself. The important Neriable.of doncern-to
k r

the marketer is not 'relatedto. the usual/market'segmentatiqn
criteria, but rather the level- of concern about the-issue at
hand, whether it "be 'nonretUrnatle bottles, high phosphate deter- 1' gentso aluminum caps, or excessive use of paper bags dispensed

,

at supermarkets, 18'. , 4 .'
wa

. o

s. %.
After the.Kass4rjLan study came the Herberger andGreenberg'investi,'

. gatt5n :4 consumer's relative knowledge and awarenesk.s.f,ecologic4i-in-

n:formatio. This particular study also focused on.identifying those.'
,

consumeR,wh. are.ecolgicaYlkconcerned. The study was able to pinpoint
a number ofsignifi.cant demographics ip,cluding income and marital scatus
asstaijor predictors Ilf ecology consciousness. ,

..

.
'

Kinnear,'T.sylor,'an.1 Ahmed /107 .as well as Mazis, Settle,- and Leslie
.1=1 followed a similar tact' to Ksssarjian's'work with an analysis of .

P . o

.1 . . .

important aqcioesychographic identification. 4ese studiei found that
such identifierS as tolerance, Understanding, avoidance, and the con-

.:suter's perceived effectiveness of affecting hik environment showed sig-t ..

nificant relationships to ecologIcal.concern. Likewise, 'the later
research effort,dwellgd on psychological reactance theory and.the strengi,h,

. of.A.randloyalty in thepresence'of ecology propct.relationships. .

. \ r- .

9'6 \ t
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%11n Lq72, Henion reported a study where shares.
-

of market fat...brands of

;1,-.ttrgt,nt,s were analyzed in the presence of ecologically relevant infor-
.

'ati- . High 1)1'1 sphate detergents; itwas found, ,lost k\.ost as much as 12% of ,

thtIL ,itu,i1 market share in an exp'erimental situation.t This study. and
/12/. I,- I .

' ,tilers, seem Co indicate that there is an ecological buying motive

.
Herb4rger and Kanter in a recent study completed in February of 1975,

drew on a major 9ontribution by Anderson and'Cunningham in 1972 /13,14/,
.-'it Herberber'and Kanter research effort brough'together the two issues -

,f Lc,1 giLal knowledge and a measure of social responsibility among British_ , ,-.
h u,, wipes. As in other studies certain socio-economic indicators, such/

. AS social class'and education, were significant indicators of a high d
.4rte ,f social responsibility and, likewipe, knowledge of the ecologi
i.,,tw.". Although this latter study did not actually observe consume
purcl.o.c behavior, it does set the stage for further research in the e 1

f ,,,cial consciousness and the ecology buying motive. I

V t. )

-

A summary 3f the general findings of ecological research to this i

,

p,int in time is the eu6ject of Figure 2. The major issues that,have b en ,
,..

adiresssed tly researchers include: .Consumer Acceptance of'Eco-Informati n,
Level ,f Eco-Motive as it Relates. tKe Brand Loyalty, Soci 1 Responsibili y,
Atz.iLudt:s, Knowledge, and Socio-Economic ana.SociO-PYsch graphic Identi
ficatiJn. Figure 2 is broken out into No \areas labeled PrO, meaning p s4i-
live findingg 'with respect to the ecologyloroduct motive, and Con,-mean i g
findings that tend to go against the strength Of the mots e in the lo

cal buying segment.
i

.
, /

Consumer Acceptance of Ecological Iniformation

.

Virtually the entire complement of iresearch that' has een done to th
paint indicates that consumers accent the importance of pr servation of
the quality pf life. The problem seems to be that even th ugh there is
wide spread acEepeance of the.terminol'ogy of ecological pr servationc the e

a great clea,1 of confusion over how to react in the 'mark tplace. Typi- .

Lai. of this sftuatibn are the major controversi s chat hay surrounded
phosphates and the* effect On the environmen't 15 . Is i any wonder that
consumers get confused when they are presented with as many as four dif-
ferent types of gasoline at a single sta'ion?. Which i the most ecological'
purchase, Unleaded,gasoline? Perhaps, 1 w lead? Or m ybe even 'Lean ',
burning hi-test? 'This type of purchase ecision confusion ultimately-,,
makes it very. difficult for consumers t,,e1 act-in responsible Ways. Like-
wise, it points out the Cxtreme/importa ce of aecurate, simple, and
actionable information with regard to p oduct-ecology relationships. One

f the'premier,Lhallenges for consumer ducation seems to e how to com-
municate effectively with a consuming public that wants to react respon-
sibly to such issues as the ecology-product regativnship.

Social Res2pns,nili v Correlation

e )f quillity of life, ue ecutogical preservation, is a subset
1 the general ',:unceplt of social responsioility. This is particularly true
since the indi-idual purchase behavior of Lonsurrrs ultimately has an effectO .

on the population as a whole,.11blet a small effect in any ,one individual's

'98
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RESE \RCH ISSUE

Conpumer Acceptance
of Eco-Information

FIGURE 2

SUMMARY OF GENERAL FINDINGS

Accept importance of ecology
,information

Confused over terminology
Difficult to act

Level of Eco-Motive There is an Eco-Motive Buying
vs. Brand Loyalty segment .

Strong motive for this segment

/

Relatively low in imvor-=`
tance to general population
Probably less than 12% of
population alter buying
behavior

Social 6sponsibility Eco-Motive is probably strongly
Correlation tied to an identifiable social.

consciousness'.

Socially responsible popu-
lation is.a clear minority
S,)cial responsibility is

non dctionable

Attitudes, Strong feeling of conernfor
Eco-deterioration 1 -

Some preference for'Eco-safe
products'

Knowledge

\ t

'Tddlo-ECoNmy College educated

Identtficatida;-4ft High occupational attainment.

0

Attitudes are non-actionable
6neral population feels un-
able to do anything;

General frustration

Wide spread general awareness
A

Cues ere identifiable

Mixed, concentrated among a
few

Often inaccurate '

Pre middle aged
"

Sociou
'Psychographic
Identification

At lob

Lower status occupations
Lower income groups
Middle age and older

.1`

-..
.....c7

-.
Less alienated

o
ire 4.12ed t,

Less zoneervatnie' More Co native
Closed to new ideas!.-..

High in harm avoidance
More status conscience

- ,

Consu er effectiveness is high
Open o new ideas
Stro g desire to know
less status conscience

/ t
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case. Measures of social responsibility, such.as that of the An erson and

Cunningham study and the Herberge and-kanter study, are foreruan rs of our %
1

ability to isolate those people wh can"be converted to more soci lly respop

sible behavior. The social responsibility correlation with the e ology buy-

ing motive lies at the hear of a strong educational program aime )at volun-

tary consumption behavior.

Attitudes and Knowledge

As mentioned earlier, the public's genepal attitud toward quality of
life is positive.. There is evidence to suggest that t e issue of quality of

life will pale in the presence of economic disorders such as inflation, re- P

cession, of mare generally, stagflation. Once again, the challenge for don-

slimer education lies in the fact that, even though consumers have a sincere

specificalily non-actionable. Certain Icnds of purchase behavior' can y;,

interest and Concern for their ecology,\ these attitudes are often quite
d s.

degree of satisfaction for the eco-motive; however, consumers in gen nee,

toc-know more, and how to act in responsible ways. ,

It seems paradoxical to find that we have an indentifiable audie ce"of
innovators, or early adopters, of the ecology-product concern cnncept and,

yet, we seem.to have done little to take advantage of the body of theory tha
is available for transmits this knowledge and awareness to the population

at large.
. 4

cncio-Fcnnomic Identification vs. Socio-Psychographie Identification

\
On the issue of lick/ to identify individuals 'Who are socially responsi-

ble.and who understand the need for ecological purchase beh vior there are ,

.mitred results frdm research. It is clear, however,, that thlivological buyii

motive is complex. at best and somewhat difficult to describe Al simple demo,'

graphic terms. Perhaps line of the most serious causes for concern in the
ecology-product'relationship comes from the fact that there is trong evi-

.4

sdenceito suggest that th 'better educated, more affluent memher the

consuming public are the'most likely candidates for responsible vo. ntary
consumption. behavior. T is is not to suggest that lower income, 1-' u-

1 cated people are, less' socially responsible.
{
{{{:Quite to the contrary, it

I

Would seem that the,basic,motive,of ecology has a purchase criteria is simply r

wer,in the overall evoked motive set. ,,He the challenge for consumer 0

1, education will be to convince members of rious sociq-economic strata of
the,importance of individual, voluntary consumptiOn that refleets on society

as a whole. There is little evidence to suggest that beibgi'an ecology-

conscious buyeris necessartly more costly. :. .2

Yl.
Ma

*'' o

The distribution of %intelligent, 41untary consumption is a.problem unto
Itself, particularly 'ch'en the:proportion of the woild's less affluent Countr

.and people continues.torow, Clearly, the survival motive is short-run and
'-.strang;. ,Equally cler, -9,the,fact that quality,of life through intelli-

fen voluntary consnmptio 4.s____a weaker motive,and perceived as a long-run

pro lem by the major.ity'5.Tzmetiple. .

j
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Recommedations for Action

.?

r-

1 A central these of this paper is the availability of a consumer'pur-
"

$ chase motive called, "ecology consciousness." It has been shown that this
1 ,motive is demonstrated in the form of voluntary consumption behavior as con-

sumers tradeoff degrees of individual satisfaction for the corporate good of
'!Society" as a whole. The question remains, however, as to hod to broaden
the participants in eco-conscious purchase behavior.

As pointed out earlier, social responsibility is not necessarily depen-
47 dent on social class or-economic strata. ,Instead, socially responsible'or

eco,,consccous consumers tend to have better facility with information that
; is necessary foi this dorm orintelligent consumption. .

4
ose

Recommendation One

.

,Clear,'Condise, and actionable information must be'available to all con--
sumers at the point of sale. Sounds like an old song! However, the key

'- point- is actionable information. Some time ago- with the truth in labeling
act, and more recently with the enforcing of nutritional labeling, consupera
htve been given access to greater amounts of information 46/. While the
intent of food labeling regulations is to facilitate value comparisons, the
consumer is still faced with the problem of personal optimizatiOn. How does
the housewife tran late nutrition,cholesterol and fattyacid labeling, imi-
tation foods, diet ry foods and other "nonstandardized" foods as` ell as
price and sie nce into a comparative model? Certainly with difficulty,
if at all . The nature of labeling regulations.serves as a good model,
h

t

owever, for the eco-conscious buyer. Already, laws are on the books requir-
ingenvironmental impAt.statements on new land developments,. Would it not-
be possible to clasOfy certain types of goodq, and perhaps se vices, as
environmental risks 1 Impractical? Please read recommendation wo.

! .

R commendation Two

Long agormarket g practittos recognized .at product distribution
-systems such as food' tares, retail hopping eenters4ecc. were in fact
bu ing institutions f r their custom rs. RecommendainWtwOlTs*Medsat the .... . ,

distribution end of t e marketing fun tion: add,e vironmental imppat infoy-
mation to your reasons) for buying. It is importan that the cohcOnt of f'

intelligent `consumption be carried thr ugh to the etail n olesale level.
Distributorsxhakre an obligation to thei customers ,t y respon bly, to '

buy produCts that can reflect the consumer's aeneial concern for their quality
of life. This proposal can be anOmpoitan differential market advantage or
the alert retailer. If the Customerlmai4k you serve.objecls to.havt4g their
freedom of elcction_restrfcted,-- then classify yourproduct offerings into
risk catego les.' Make it simple,-but above all, Make 'the decision to inform
customets o how their,purphases cave'affect their quality gf life\,.

. t

. ,

,,

i T6ere are-'a umber of obvious ways to accomplish environmental cons- . P
,

-Js 42

cio mess as a'm rket e advantage. To begin with, the retailer and even
the, whol 'le distributor n publi5h their "reasons:for buying." Would it
not be pos ible for a food retailer to color code those predliCta that are of,
qu

me

.'

stionable environmtntal impact? .What about a."best.buy's for the'environ-
. .

t" section?
(A

' '

cat
, .i3



There are
bUsinetsman to
intelligent co

criat .Arrounds

quality, is the

many problems associated with relying on the independent,

make;the judgements necessary for a, consumer's voluntary
nsumption,not the least of which is the confilsing babble

41-let and is not bad for the environment.' Information
subject of recommendatiOn three.i,

, , . :.

Reaommendation Three ,

.EarHer the questiOn was Asked, "Is it , possible for responsible publ c
to react in a voluntary fasbion, for the benefit of the soc ety as a whole,"

It is the author's contention th t it is not only possible, but essential. 'ii

Iht most disturbing conclusion th t runs as acommon thread among researchers
,f x.onsumer-product relationships a, that the public must be protected from

th. risk ,f unprincipled business, practices aswell as protected from them-

selves' the conclusion, though perhaps inevitable, has fostered a growing
reliande upon federal, state, and local legislation, as well as the public's
abdication of their privelege-of free, intelligent consumftion. This,,ab-).

;,iication tiap 'in the author's opinion, been made in favor of governmental

regulatory agencies and has succeded in creating a "third world"6f-capital- ,

ism that is replete with a cause (consumerism)_and vocal advocates,, This ,

".third world" is not necessarily bad, howeverrin fact, if may have been the
only way to get the attention of management, ,government, and the public as

well. The dangeriis,in the evolution Of a di endence. on a legalistic i'el,a- ,

tionship between consumer,. producer- distribute , and retailer,. This evolu-

tion has set-up col orate management In an ady sary relationship Nith their

own consuming public -- quite 'a contrary notion o intelligent, voluntary

consumption! How did the public come to the poi of rely4mg"so heavily on

governmental regulatory agencies? Quite simply,,\ plied authority and objec-

tivity. ' / \ .
, ,,-

I <, ... .
. \

It is normal for.the public to look to an objective third pereias a ,

source of information and ultfMatelY,-protection, The reeOmmendatiOn would

be, therefore, that federal agencies recognize their implied credihility and
do more in the way of communicating accurate, actionable information to the, '

business community as "well as to the consumer,. The focut .should be on the in-
dependence of research and comparative product evaluation,more so tkan on
legal redress. Government should,be a'Partner in 'the business - consumer rela-

tionship. ,
^ 1 t

t
t,'

becommendltion Four

.. i

From the businessman's standpoint, the marketing concept is still lltrble,q-i

still viable. The producer must broaden the produbt bundle to include in-

formation that will apsist,the consumer in buying intelligently,(1:f the manu-
facturer's product has attributes that make It more environmekntally sound, ,

say so. The area of environmental impact studies as they apply to prodUcts

and services is an excellent way for regulatory agencies1 to get coTparative \\

a information to both consumers and marketD4 istribuiionfirms. ,An even
better.approdch would be for trade associati to take the res risibility

for self-regulation in assessing their member's products' on tie quality of

, life. ,

/ *-

In conclusion, these recommendations touch the surface of_a number of

deeper problems as"they relate to the education of consumers and the ecology
,

I" 102 "
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f

buying motive To begin with, the technology -is still developing that will

allow industr nd government alike, Co judge wh'at is safe, or less dangerous,

for our enviro ent. Environmental systems analysis. is A whole new field

that ,is iyet to ome, of age. It is the wish of the author thit the warnings
of a danger in oo much consumer-government reliance do not overshadow the,

hope that is seen among buyers. that ate ecologically conscious. A we move.

into a period of r source scarcity, them ure of stability in bu cultuye%

may be the degree o which,we can rely on eaa .her to "volunt y" do

what is best for our society as a 1.:7,hol'e. ,
,

4

4

1,

4

o

**4
41 I -

/
/
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) *

103

r

#

4

/

0

VIP



11

Footnotes
4

1,- George S. Day and David,,.A. Aaker,."A Guide to Consumerism,"
Journal of Mirketing6 Vol. 34, (July, 1970), 17..12-19.,

2. Philip Kotler and Sidney S. Levy, "Broadening the Concept of Marketing, "'

Journal of Marketing, Vb1: (Jaiwary,1969)", pp. 10-15.

',.

: 3. IIDavid 'Luck, "Broadening the Concept of Marketing. . . Too Far," and

Philip KOtler anti Sidney J. Levy, "A New FO' m of Marketing Myopia:

s RejOi'nder ,to PrOfessor LUck," Journal of Marketing., Vol. 33, (July,

1969), pp. 53-57.

4. Martin L. Bell, "The'Faitcring Market ng Concep
1arketing,, Vol. 35, (October, 1971), p 37.

5. James T. Rothe
Alternative to

" J;UrnalJournal of

I

.

. J
I .

and Lissa Benson, "Intel igent Consumption; An Attractive

the Marketing Concept," MSU Business Topics, Winter, 1974, -

pp: 29r34,
. I

,

6: Roy0A. Herberger, Jr. aild Dodds I. Bucharnan, :The Impact of Concern tor ,

. .

Ecological Factors on Consumer Attitudes a'nd Buying Behavior," American
'MarketingMsOciation, 1971{ pp. 644-846. ." -4.\ ...

.
.

7. Harold H. Kassarjian, "Incorporating,tcology into Marketing,Strategy:
The Case of Air Pollution,"+ Journal of Marketing,.Vol. 35, '(July, 1971),

'..pp. 61-65.
.

'`' .
.

A

, 8. Ibid., pv. 65.

9 Roy A. Herbdtger,.Jr. and Barnett A. Grgesberg, "Ecology Consciousness-
'For Those Who Can Afford It?", A Brooker Report to Management, ed. by
Taylor WI Meloan. March, 1975. .

10. Ilhomas C Kennear, James R. Taylor-, and Sadrudin A. Ahmdd, "Ecologically
Concerned Consumers: Who Are They?": Journal of Marketing, Vol. 38,
(April, 1974), pp. 20-24. . ,

,

. .

11. Michael B.,Mazis, Robert B. Settle, and Denn s C. Leslie; 'Elimination
of P osp e Detergents and Psychological Re ctance," Journal of Mar-

'keti pi1, 10, (November, 1973) pp. 0-3 5. ,- ..,

.12. Arl E. Henion."The Effect of Ecologically ReeVant Information
petetgent pales,' Journar of Marketing, Vol. 9 (February, 1972),

-s-c---r-
. .% 10-14, ,

I

A3. lioy,A Ilerberger,-gr. and-Donald B. Kanter,- "A
of the Social Responsibility Norms and'Ecologi

A

Americ n consumers," A paper submitted to Brit As

110
104,

(February, 1975).

.1 do

'on

PO

toss- Cultural Analysis .

1 Concern ,of British and

Journal of Marketing,

V

J

. 0



ti

I

a%
14. W. Thomas Anderson, Jr. and dilliam U. Cunningham, "The Socially Conscious

Consumer," Journal of 1,tarkL>tirla, Vol. 36, (July, 1972), pp. 23-31.

15. Willwiam,S. Rukeyfer, "Fact and Foam in the RoTdOver Phosphates:" Fortune,

(January, 1.472)% pp. 71. ,

Warren A..Finch and Hiram C. Barlisdae, "'FLO Labeling 'Regulations:

EffortS'TowaidFull Disclosure," Journal o Market.ing,,V,o1..38, .

(july, 1974), pp. 14-19.

17. 'For an excellent examplt.orre"search on this point,, see, "Food Labeling,"

Federal"Registee, Vol! 38, janUary 19, 1973:

wl

. - ti

4

It

I 4i .7, 4.

I.

o

e

4,

;,-

117
1°05

r.

O '

'34

t)

O



/
1

KRELIMINARY RESULTS ON A SURVEY OF

cONSUMER ATTITUDES TOWARD CONSUMER PROBLEMS,,

.

Simone Clemhout ,
1

1

.i/
A9Sociate profes'Sor

.
Department 9f Consumer Economics

and'Apublic Polity

COrnell,University 1

\ .

C
- ..,

' ''''' .

Design of Attitude Questiopnaire ; i,t, 1 --
,

'1
.,

At an all encompassing level of generality, the economic }ptemcan
be perceived as composed of three major power blocks: busines ,', government

and the consumers. The .interactions and.feeAtacks among these locks form

. a compliated system. The consumer intenes is one of the maio components

of that system: Efficient-and equitable alternatives for the Con umer well-
being ought to be provided by government and business.. The same i pediments

that limit consumer welfAret ultimately inhibit business and governm t' from

achieving their desired end TheThe rise of consumerism pleads the cas for

strong consumer pOlity a,,e,butcome,of which should be to alleviate ,pro lams

that hamper the welfare of individuals, The argument that an,amelioration
of the,c.onsumer position must comeabout through: en increased responsiveness

in the standard motivations 'and dynamic"adaptive changes in'the existing
ifistitutions of business and government does not face the historical fact,

of emerging effective-consumei action for po.licychange/1,2;37. 2

4
,

Yet, While there is a wide debate in this area, we have.very jittle

direct information from th consumers themselves as to glow they feel,about

some of these issues. Not/ days one can hardly.conceive of medicine without

asking the patient a,bouf.hi symptoms .(although the care,may:not.be left .to.
the patient). 'Yet, debatts.abit consumer p(dlicy neglect the views of the

consumer' themselves'. ,Thus, appears quite impbrtant and relevant atA

time to undertake a survey f consumer attitudes towards conslimer problems

and cdncerns. It is of crucial,impOrtance Co take consumer views into account

In policy making,since bes des-being, voters,they also are sho4deringthe
burden of -taxes (some of th m paying for conSuMer,policy measures) as well
as high prices anq deterior Ling quality orproducts and the environment.

Thus, It is essential for consumers to havea voice.in consumer policy mik-*

ing which ought be directed.at t ihe proveMent Of the economic nd per-

sonal welfare cIf the c)nsumers.

/

, I



Basic groundwork has been done in, this area by Burton /4/ and Gaedeke
. /5/ in their doctoral dissertations. They surveyed segments of theeducated
public activefy concerned with consumer ftoblems atild issues. Burton-sUrveyed

rest-
ing wit a jury of past presidents tf the AmeriFah Council. o,r Consumer Inter-
ests. Gaedeke surveyed business-or ented'and consumer-oriented spokemen for

their respective associations as piCice from lists of individuals who.testi-

;
eco dlied or provided evidence for the during Congressional, Hearings in-

volVing contumer issues, a third g oup,Of respondents was drdwn from Senate .

staff members and other government individuals involved directly in consumer
:, protection actfulEied.., Burton had 234 respondents and Gsedeka.65. The design

of their questionnaire was based on the literature and ajar& number of
frequently stated,asiertions about consumerism. Burton's final questionnaire
was composed A 48 iteii while Gaedeke covered 67 items. These works repre-
sent major efforts to Uncover the dimensions of-consumer problems. The

amount of background Pork involved isconsiderable and the design of the
quistionnaises .(particularly that.of'BureOn) were useful n the i itiai stages.
of our thinking. Insights were also deriped from ShirleyScheete ssdoctoral
dissertation*"Consumer Rights, Information and Conputei0trengt of C9m=
mitment to Consumerism,Iisues" /6/. She uses'Butiton'lv, G edeke's and her

lemS and aegree of correlation between.knowieagerf issueS arid co tment

own questiannaire'cbsurvey college students' Attitudes towards c sumer prob?.,

towards action t- o remedy such problems:
4 (

'., ' .;_
1 .

.

.
14' addition to, the above basic' work, the literature on attitudes and 6

survey methods. was'surveyed% Admittedly, the design and,testing:of attitudes
questionnaires is well ap administering the survey are 'very Challengi .

The following argument is based impart on the literature in /7/

to /19/4 .

, .

.The des40 of the attitudes survey questionnaire followed the w
established procedure discussed in this literature. : orisumer aware

. that,a person recognizes an issueor a problem as,bei g.r4evant to
ment. At'titudes'is a stronger feeling in the senset at a. person n

eana
nvirori-

y
'recognizes the issue but -also has ,a point of ,view / ,l /17, 9/. Bo/ aw4re-
ness and attitudes are functions of knowledgel"in firma ion rex0 ¢e t rough,
personal experiences.

Knowledge is taken here to include iriformatio on tproduccs '(price,. uality,
servicing, etc.); on sources.of product informatio (gOverrimat publiat ons,
Consumer Reports, etc.); and on' channels for their solUtion of varioua c n-
sumer giievances (FTC for deceptive advertising, st tend City depariMe ts
of consumer affairs, small claims courts, etc.). E perience refersto' ob-

lems encountered by consumers with defective produc s, deceptive advert sing
'and trade practices, etc. ' I.

.1..\

i

. Attitude& will be interpreted to includeTopinio s on politcy issue

t

particularly those subsumed under the genertrhe din s of consume; pro
Lion (government regulation), consumer advocacy 1.e..self-help orga z ion
and consumer education'(i.e either.govrrimental oririvolving a gove sun t

.
1 \ \*

subsidy), . t

,
,
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I

s

.

Relevant issues were.chosen from prvious and current studies'(Burton,
Gaedeke, Schecc"er), neWspaper's,magazines, Journal,orConguter Affairs asid
other pra.essional journals, government publications,, news releases, exten-
sion Material, disoussdems:of a "panel of group for Hatch

408 meeting regularly and eomPosed.of three ilculty members, , on research

associate and 10 to .12 graduate 'student`) :

. c.
,

, 1:

.i /

On the whole, Oppenheim's definition of att tdde /7, p: 105Y adequate
. . ,

for our yurRose. This definition is as follows. 1 Attitude: -"sta e ,of readi-

'ness, a teildency.td act, or reacLin.a certain manier when confro ed with

certain stimuli." .The stfMufi is a statement and hat is measur is the .

*strength'of the'teaction. .
,

,The final statements were develop
,,chusen at dps,cribed earlier,'' They we

r: larger number of statements:

rhe stateMents are 'listed

- k

randomly,. y."drawit)g. from a hat" to 1.:old

On the ba
evaluaked t

is of reldevane

rough prete ts

pes:
ith a

, ,any presentation bias. For the same reason, negat
1 .

1 0
,

k
t

- .

The'respondentis provided With an array of poss
1."

- issue Via several. relatedquetioug, spread throughout
Thus, each `'statement is simple, clear,. direct,,unambi

Statements which an be in.terpreted,mora than one way

f-ina.1.-1.43fm of the statements were,worked out,aftprpr

of sever 1 meetings.of the'seminar "grodp of ,experts"

The resp ise is coded accorting,to'a lickert scale; i,

..____ ,?.asked to,,,evaluate the item on 'a five7Category.scaie ra

'agree' to trongly-disagrO..: The'lickert scale 4s usefu for its simplicity

and is. accutate asother mdre coMplex
.,

methods of ratng /10/.
. t . .

.
,

,
.-.

..,
,. . l 9 /.

validity, ifeliabilitv and Discriminatidntk Scatistical.MethodolOgy for
. ,

/Testin "Goodnessq of QuestiOnnaire . .

.

.. .
i

I **
,

phrased statements alternate. -..,

ly and posi.Eivey

4

ble stands'. on an

the , questionnaire','

ous and concise,)
ere "apoided.% The

testillg'in the course

e4ioned earlier.
., the respondent is
ging from strongly-

The deigh of a questionnaire does have' to meet'eertain statistiaail

methodologicalstandards,in order for the research to really reflect existing
-.attitudes rattier than clusters pf random with' ittle p stern and

'---verylittle:statistical meaning,
,

. . ' .

Validity!

Die first methddological q
our items

,

are\based partly on. e

,well as ;t peatdd meetings.

iqstru ent o rg a high degree
. "

estion'.relates to content validity. Since

isting surveys whtsli were well developed^
o'ur "group of experts".we felt that the

of'validity.

ise
q

ri mination' 3,

Discrimination can belook d at three levels: (i) it
differ ntlated.grdupingk and (`i i) an overwhale test of di

discriminatiod here is. between >;o- business and pro-consumer attitudes;

Thus,'an item is good if it differentiates between these two groups. Our
- ,initial attitude questionnairemas compose8 of 4 Items,and'was pre-tested

on 24 respondents (some from ardund Cornell, som from Oral areas). The

final questIonnaire was,composed of.30,items bas d on this pre-test. It .

follows. ;
, ' 108* °

4
,

\C

analysis, (ii) .

-ferences. The
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41,.

.
0

H1.6
-

1. v e r nne n t control over the drug, industry to insure the
safety ..)f drugs is., too strict.

0

2. .'..clAny 41,1.,c r t isers,Aake ., f also claN(ms about their products.
... ,, o. ,.

3. Co sumer groups are meddling too much in the'''.buiiness.sv vm. ..,'
. .

4. 11-1 re ar.,,en t llough places to ,which a--dissatigfred,^
,

, can c6mplain..., °

.Industry, rather' than go
standards fliK products.

erniii.on't should' establish sa

. x. 4,
-6. C nsvmers should be encoura ed to become rnvolved,in

. .

. $ tttng public utillty'r:ate '. '.
, . . - , .

7. In recent years, the government has been spending too
much money on cons= protection.

, .
,,,,

, ' I

B. There should be a professional emlployed ,itt the ,}ocal
government to receiveo.cOnsumer complaints... '4

'17.
''. 4 "S'

0
0.

9. The government- shoulerbe sti-icter in policing
4 .

..', advertising .... ,
*41' .

10. The ,Better Business Bureau is,helpful in handling..consumer compaints.' , .

- .
i .

. . .
11. uality ot,,consttmer prozfuqs..todax is poprerI than.

it a.s s fe.w years ago ,

. - .4;, ,

12. Industry should be, left free to regulate, itself with:-
ouegovernment interference. ...

. 4.1 , -; ...
13. Co-ntatting the feleril governMent in Vashingtan, ti.C., is
, . a gobwAy of handling consumer problems. ,..,...,

t.
.p

..
c a :-

14. When buying c sumer products you, generally get what
. you pa,y for.' .

15. Adver,tisementS p
product quality.

.
ovide 'adequate infdrmationabout

.., . - ,
. . . ,

. ,
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16. COnsumer problefas are not'ai bad as newiraTer and T. V'.

reports; make them APpeam
.

17 ,., he governmek shxild not require anti - pollution
. .

evicts in motor vehicle's.
1

, 1 \ >4
18. -Advertisers use qinmlfpks,moroften than facts. "

0
19. Tne advice of prorssional consumer spokesme6.like

,

Ralph Na should ,be disregarded:

20. Most busirlysseS,'do a%goozi job of handlillg complaints.'

21t. Federal R4ulatory\Agencies adequately protect
,consumers against u,thical businesS practices.

?1.

. ,

We. need, safer cars ev n if they become more, expensive.

The cmIstimer is taken advantag of too often
1,o

Con en.ciaLs are often informatime. (

l'

- 0.2. ,,k strong consumer movemJnt is

,

needed to proteft

consumers from big,b44iness.
.

,
. .

26. It is lasy to se tie +sumer .problems asmall
. ,

j claims-vodr.t.' 3 . .,

27.trThis ful for sflopping!' "When tested

agaiilst ofher ds our p/soduct wed best." '

. 0

.
28.,4' Relative to othetr major §ocial.issus, consumer
0

. problems are not very importafit. °

'
, Indust;y should clean ,up pollution even if the prices

that, ' consumers 'pay go sup.

0* "

304 We need{ m

have f9

re consumer protection even if consumers

y for it.

I
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Reliability
ti

.Reliability refer to the degree to'whi h a measuring procedure gives
consistenp7Isults. T e coefficient of reli ; bility is much higher for the
total queseidnnaire tha it is for any of the subsets.' One should expect

.she reliability on subs is to be lower because we are now only asking the
respondents four to six;rimes to determine his "entiLsA6attitude towards a
part, f consumerism. -,'

. ..

Population

The purpose of this survey is to interview persOnally a random sample of
total of 900 respondents. The interview covers a questionnaire which is

designed to "explore consumers' att tudes and views toward consumer issues,
their experience with the purchase a d repair of consumer products,and the
information they use--or would like. t have--when they make their purchasing
decisions."1

The population to be
in upstate New York. 'For

available resources and t
populai:Ibn roughly with

Stratificati n of. 'Sam.1:

interviewed c

feasibility r

me constraints
50-60 mile rad

The sample is strat
definitions of rural and

rural': t.' s of < 2506 inhabitants Outside SMSA's
urban: blocks within urbanized SMSA's regions

mprises a rura and an urban'sample

ason- of field bests, in view of,

the sample is awn from a sq6-
us of Ithaca.

ac ordi g to rural and urban
ban are a follows:

m!psions. The

Cluster Sampling

,

4The area is still, however; too vast an area to dta a random sample .

from as such since it ould be extremely costly to construct a list okthe
elements in the population. Thus, we need to define Imaller,units which will

prove manageable, For this*purpose a sampling.cunit'cOnsi-sting of a chistar

of', smaller units (egme is 3 /3/) has een constructed.h b . \

I

1 - .

Rural and Urban Samplin
,

Construct an exhaustive listing of all towns With populatibn 2500

i t 'tants i i all counties considered.4 Instead of population size, per
we will use !umber of houSeholds si ce this gives us a manageable unit to

work with. Assign to categories of 00 households integer numbers krom

to 252. Out of this cluster \/1, 252 using ate table of random, nu 98,
draw a random sample of 10 towns

since: mi = ) = Mi (3). ,

\

nzi zik

. loll

123:
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The drawing of the urban sample is methodologically similar to that for

!

the rural sample. In the urban areas Ve are dealing with 911SA's partitioned I

i

according to census tracts. These tracts are composed of city blopks.
[

'-

1 eonstruct,an exhaustive listing of all census ,tracts within urban

areas of SMSA's and code Inmbers.,of living units per census tract. Con- -

. sider listings.of city blocks within'census tracts as clusters primary -units,

Again due to limitation of resources and size of sample, this had to be

reduced to aNmore manageable sample size. Similarly to rural sampling

equation (1) is used to take &random sample in proportion to size of units.

Thus, 25 tracts were selected using the table of random numbers.

Given these 25 census tracts, list all urban blocks and corresponding

number of year around living.units. Assign consecutive numbers to the

blocks. Using the random number table we select blocks within the tracts

and we compute.zi for each'block. Using equation:

4P mi. 9 Mi '(fo ) =
m

nz. sz.k

6
we obtain thfi nuinber of required households in each.block.

Overview of demograp hic characteristics of the population, types Of com-

plaints and attitudes; coding and computerized classification of data.

The response of consumers to the question, "Whatido you think is the

number one consumer problem?" is indicated in the table below;

Types of Complaints

Type of

Complaints

1st Sample 2nd Sample

Rdral Urban Rural Urban

7

High prices.. ...
43.5% 2

I

.97 43%' 31% 1/4,

1

N,..

Advertising

.

10.5% ? 1%

...
. .

10:8%

,,:

54.3

21.8%
39.1

Quality 8.9'h 17,2% 11.3% . 8:1%
. ,

Servicing 14.1% 15.2% 11.8%

52.4 38.1

, I

16.8% N.

' Total 7. 77% '75.4b% 7607. 77,70%

On the whole, almost 80 percent of the respondents find thaC the most

important consumer proble falls in four categories: high prices, adver-

tising, quality and serval ng of products. At no time, more than about 12
114
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Footnotes UsedUsed in Preliminary Version

1. Copy of press release in Appendix 1

3. "Single - Stage Cluster Sampling" in /3/.

4.. Table 33. General Characeeristios for countyiliubdivisions.:

/2/, pp. 4-268-on. Example in Appendizt 2.

7.

'2v T .4.

I

\
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percent of the respondents say, there is nb problem. Thus, this is a first
indication that 'consumers are concerned, they see that there_are problems

for the consumers. They are ware of_the marketplace as an environmental
framework reflecting a quality of life dimension. /

More specifically, -than 44 percent of 875 respondents who liVe'

i n rural areas are concerne with inflation both in June and September
k4hile the percentage of ur es?dents with the same concerns rose from
21 percent in June to 31 p roe t in September. Thus, -rural consumers feel

the impact 'of'inflation earlt and more strongly than their urban counter-

--

1

parts.
VA>,

Certain characteristicsof the rural population could b e'responsible
for this sizeable difference in the response of urban versus rural residents.
The income distribution shows that on the average, 50 percent of the rural
residents in the sample earn less than $10,000, while in urban areas the
corresponding figure is 35 percent. One-third more urbanites than rural

people earn $15,000'ar higher. ,

The age distribution indicates that the p ercentage of elderly in the
rural,subsample is only slightly higher than the corresponding urban one,
while the difference between these two areas for age groups 35-54 is very
sizeable, one-fourth more people in this age hracket being urbanites. This

is the age group where income is higher thus it is not surprising that the
standard of living as measured.by income is lower in rural areas. Thus,

rural consumers feel the pinch inflation hard and early.
0

size (number of persons) shows "that the. number of persons in
and the number of children does not.on the whole irdicate the
f any major differYnces in the distribution in family size
Ai and urban arede. There is a somewhat larger proportion of

rural families with three children under six (4 percent versus .4 percent).
This influence would, of course, reinforce thp pinch from inflation.

FaMil
the 'family

texistence
between ru

As'inflatiqn climbs from eight to ten,p) Eourteen,pgrcent as shown )1
by the consumer price index and as wags and other earnings increase with
a sizeable lag, there is a shift among types of expenditures within the
consumers' budget. This is compounded by even higher differential price
increases, fax instance food prices went up by 25-percent or more. Basic

essentials like food, hodsing, transportation clothing, make.up about '

80 percent of Consumers" budgets (including 4xes). As the discrepancie
berwaen earnings and spending graw,'Consumers rearrange their spending.
Since basics.ateyhard to, cut, luxugies such as\entertainment, gifts, acd-..

'tions, etc.; wilt-.Wcurfirst: However, the Asycholdgy, of affluence still
lingers on in life-styles habits and eheretot_ficlaGeis. will first shirt,
from mpre expensive luxuries to cheaper ones and also to "free" goods.,
An illustration might e the-spectacular increase in museums visits.- /

1

MilpillialS are usually fre or cheap compared to a ternative'dources of re re-
ation. In addition, the now offer a variety f programs such as exhibits,

moOtes, concerts;, cheap cfeterias, etc. Rec tly, the Christian Science
Monitor reports an increas from 20P million. isits in 1962 to 700 million

.
and up last year, accordidi,to the erican A sobiation of Museums.,

116
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Museums appear as a publicifttod with no or 1o? fees and one wonders if
their subsidies should not be increased. .Moseuls are usually more accessible
to urbanites than rural residents an
consumers" preferences for luxu y su
in rural areas. Although this is/on only an example, it may refleEt a,pateern
and thus it is not surpIsising that rural residents feel the,pinge of ipfla- 1

tion-muth more strongly thap urban residents. Possibly, they also have
fewer.diversions than urbad\consume'rs and thus it may be more difficult
for them to'rearrange their budgets.so that they can receive suffictept
satisfaction psycholdgically. A by-product of high inflatIon is usually a
compensatory tendency by producers and.sellers to recoup via the quality of
good. Thus, high prices entail low quality. This is reflected.in the send.-
ment of the consumers in this survey. For both periods 17.percent Of urT.
ban consumers,mention quality and servicing of goods as the problem,., While
11 percent oerural consumers in June mentione4advertising as the Problem,
in September, 11 percent mentioned quality of goods as problem number one.

In terms of the occupational configuration, as is Well known, rural
areas in New Yoik,State arse by no means populated by farmers. While for
the United States.as a whole seven out of every ten workers are in services.
This appears to be true also for New York St1te.

this kind of opportunity for shifeing-
stitutee may not-he readily available

Analysis of Results of the Attitudes' Survey
/

Consum problems are an important'social issue even relative to
other social ssues and are' not overdramatized in the press. Consumer
groups are not meddling too much in business, in.fact the consumer movement
is needed to protect the consumer from business. There ought to be more
places where the consumers can vent their frustrations. These-are views
of the consumers. "From June to September the survey' period, the state
of the economy-worsened.siieably, in particular, stock market (Doti
Jones index)&took a nose dive from about 850 in June to 650 in September.

, The response,to the questions from June to September seem to'indicate a
stre thening in the pro- consumer attitudes of the reiporfflents.

Th tables herewit show percentage response to specific questicits.
These re ults indicate t aexonsumers view quality-of-life *in the Market..
place as animportant is* e, they want action to be taken and they want
control oven their enviro entJ

Thus, my the cohsumers feel a concern, for consumer problems,
. they also fe 1 t atithese concerns are important and are not over-.

dramatized in he media. Also; they feel that'consumars themselves can
and should act to ihmedy such problems'. .,, '

fgr, only the ge
cis'tions have beeti areal

hensive analysis of all
via factor analysis.

,1

''.
,A.

ral question plus a'few of the 30 attitude ,

Zed. 'Amore.,,systemptic; s4multaneons and compre- . .

he attitude .questions 'e aceve.....L.
4
combined; 1:1

.

,

hi d
.,.... 01.

no

0

0
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Some'Attitudes Regarding a
V

Consuterlyroblems ! ...,

, i

..
,

.10

,

. Questions-
,

#

,

440 Yes

)

Contlumer groups are meddling tool much

with the business system , ,

.P,

/

,
.758.97;'.. 16.27.

.,

.

There aren'tenough places to which
,

a dissatisfied customer can complain . 23.87.

.

68.5% ,

. , .

Consumer problems are not as bad as -

newspaper and T.V. reports make them

'appear ,.,
, . '

.

. 10.0 t

.' °

20.37. \

A strong consumer movement is' needed to

pr ect consumers from big business '
_ . .

.

8,17.

.

76.77.

- -.

Relative other major social issues,

consumer oblems are not:very iMpor-

tent ,_
k

. .

.

80.,270 "

.

.

'11.67.

'.-

.

.

No means.disagr,ee w

,

#

.

'

4

', I . .

h the question as phrased,.yed means agr d',
- .

A _

I

,

a
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Major Themes Regarding Consumer Problems,

(A) , Consumer problems are importanti action'should be tafcen, the respond-.

ents are willing, to pay for such action.

'03) ,Consumers are taken advantage/Of t o often and there exists no

adequate reco se for them-to voi e their grievances.

(C) Car safety, nyironmental quad y and consumer protection'in general

are areas of concern. Consume s are willing to shoulder some cost

for their improvement.

(D) Consumers do not haveiconfidenc1e in bu6iness and mistrust advertising.

These themes can be explained as follows:

(A) Cons6mer problems -are iMportane,,action should be taken and the.

.
'respondents are willing to pay'for suoh action.

This is the most important theme both for urban -and rural residents.

They expressed very strqbg feelings. onothis'theme. They favor: action

through consumer group's;, government and-regulationsqlf industry

in, general.. Consumer .advocates and strodg'consumer movements`Aconsider-1
ed necessary to help getting'action. ,The respondents favor,thgbeactions I

even if they impose some costs on the consumer. The:questionnaire did not ;1

cover a discussion of the amoudt:of costs that consumers would be

//' to pay.
.

.

....-7
, .-

.

The only differences between urban and'rural residents are\that rural
.

.
people don't feel as strongly as urbanites alidut'the vievhat %elative '.

to other major social issues, consumer prOblems are'nbt veryimportant;° they

rigard it as important but not of primary importance (re ative lo inflatio

`Id4eed, another part of the survey shows that rural rest nts feel the (..-

pin'al of inflation Ore strongly (and,earlier), than.urban, esidents. 'Also.

rural consumers do not feel'that consumer movements are ess tial to'pro-

.
.

tect consumers from big' .business. In matter of safety regulation they feel

business' should set its own standards, presumably.under the general regu-

lation of governmentwhich'they advocate. i .

. . \
,

.1 ,..
'

. ,

,
..- N.

(B) Consumer6 are.taken advantage of too oftenl and there exists not

adeqyate recocirse for them to voice theirigrievances.'
R a V ..

in the sense that,shey pay

alicy of goods'is Poor, ad-
. )

4.,

. Cont ers are iaken achiantage of to ofte

too much orWhatihey get, increasingly the q

vextising 1t a pioblem. ,
. ,.' I,4 .

This' s the next mose imOortant,theme bath for.uXban and rural ...

residents. Again, they share their complaints about the high prices and'(

low oalit offthe pioduets they'buy...The.urban-rural differences are .

that urbani es view advertising s. a pi-61)1mi) basic-,1y because they feel

advertising it dishonest while r al xesIdents.fet1 that advertising should
,

. t 4
% 1

. a

i.,
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i

be pont , d by kthek, gavernment more caref\ul,ly. Also, the analysis 'shows

that rim 1 resident' are concerned aboutiehe consuters' role in setting

utility rates. ThiS may be because rufal residents have lower Incomes and

as a fixed expenditure in the budget thdy feel utilities as a 'greater

burden. While for urbanites, food is the greater burden.

i

(C) Car safety, environmedtal quality a

are areas of ncern., COnsumers ar

for their imp ovement.

Both urbaiand rural re idehts afire

it a 'somewhat different rank ng. It is

for the urbanites, but the fourth onefo

sumers exhibit the willingness to pay som

not specified.

(D) Degree of confidepce in business and

consumer protection in general

wilting to shoulder some cost

on tics.tics.
1

/item although they give

e third/most important theme

rural people. 'Again, the con-
cost although magnitudes are

views about a vertising.

This theme is-the fourth most impqrtant for urbanites and the third

mostimportantlfor rural residents.

," s .

. .

I,
Urbanionaumers do not have great confidence in business and support .

a gtKo r role byigevernment in handling consumer complaints and policing

advert ing.':While.rural residents have more confidence in business ade-

qucy in representing t eir products and handling complaints, they view'

,commercials' prc vidi g inform\atip but not enough about the quality _of

the products: /

Thusy whi e advert/Ong is perceived by both urbane and rural residents
as an area of sPecial, c)o,n4rn, theifiews ate somewhatldifferent. Urban- i

ites strongly perceive adir,tising,as being dishonest 40 give' it -a yery
1.=OW priotity as a medium f rjinformatioif,and at any rate it dqes-not give

good information fib-Out quality of products,and rankings Of diffetent brands.
\:.,

Rural residents view advertising in the.oppositedirection. They

perceiOe it ,as iving information although they agree wit urbanites. it_

does not gie gclod inf ation about quality of.products. They also perceive,

advertising as dishones but give itoa lower priority in their concerns\

I

.
1

e

I,
ot

.
These resd is are in accordance with the literature which points out.

that urbanites re.victims of-merchants particularly in'theslums: This

,'also ties in with t1e feeling that urbanites have, for a &trong consumer

movement. On- e other hand, in rural.areas business operates at a mote

\
\

personal level, the flow of residents:in and out of shops is,composed of

\ local people, merchants are mort cealyna4n as specific individuals
.

the

lr'k a c d dl d
,

they have closer ties with the community. Thus, possibl5i,the level of

business ethic's is higher in rural areas than in urban areas.

'120
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Ove 11 , the survey dispels (i) first of all the myth of consumer . .

apathy. 1 e g eral public is aware Of consumer problems and demands that
something b don In fact, consumers are willing to shoulder some cost
for it. Of course, what is the best institutional and cpolicy mix which'
would be optimum requires considerable, study; (ii) secondly, it afso-contra-
diets the rationale of certain businesses that "if we don't deal with

safe or,polluion control. it is because we would have to pass the cost to

congUm s in the'form of higher prices." Of cpurse,,how much consumers
.

are will ng to pay remains an open question.

The rural-urban different revealed by the survey,indicate the
speciailJeattitTs of the rurafien ironment. The rural residents still

mintain personaj coniaCts with s p owners in the community. Ruthless,

impersonal ex lol ation by-busines has not betome.an urgent concern.
Rural people eel a privation of in tion.abcNt product quality. Their /
geographical ispersal makes them doub ful about he effectiveness of

consumer move ents. They also appear t be less iliar with the institu-

tional framew rk in the economy and less2apable to crystalize their rievances

and complaint . Vrbanites are more specific, they i entify more clear

,the agents and.thanners in the system, the separate more clearly blusines

governm pt, industry, the legal system es 11 ifciaims courts) a' we 1 as

sadverti in andcontrol of utility rates. of rural residents t e e dimen-

sions ID consumer problems are,not so clear cut their conceptuali ation

is more fuzzy and there'are,more frequent o rlaps in their evaluations-of

influences.

Not only do consume feel \strongly &pout consumer problems and the

role of consumers in cb#nging the existing vder, but they feet strongly
in the specific areas0of governmental, legal arid business capabilities

to remedy.consumersl p.rOblems. ,

Although we see that consumers are rather distrustful or unsure abOut
'the,protective and helpful role of °the fedela\l gOernment and agencies in
general, they support strongLy,.specific goverhment controls in areas such

as drugs, adverOsing, pollution control device&4n cars. Specifically,

targeted controls appear more effective to the coh7ers.

1

As far as small 'claims courts are concerned, many consumers simply

never even heard Of this possible channel of recilurse. At any rate, they

do not,see.it as a great facilitation for settlement of consumers' grievances.
s

7

. Again, we find confidence in the consumers' themselves as actors of

.

consumers'

effective social change,' . '=-1:'

Business is not trusted, it should be regulated, cannot be left to

itself. Tin the whole, BBB and business can hatdle complaints.

More to Come 6 O

these are olreli the preliminary results. Analysis of the data is
. .

/

continuing. more 4rill'be reportedt at a future date.

!

.

-- abstradted by' Karen Hull
.

,i.
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INFLATION AND RECESSION:

DOUBLE TROUB 4OR'THE AMERICAN CONSUMER

I \

Dr. Sheldon W. Stahl.
Senior Economist a d Vice President
Federal Reserve'Be k °Manses City

11.4x4

'While/the situation.in the econ
&Chink thitt,id is reasonable, as we
and look t&dard the future, to take n
presently happening and which augur d
so what'll would like to do with you i

of the economy, particularly in light
were taken by the Congress, the tax b:
and then to address mySelf t8 themati
both in terms of the metier of recess

Today the Labor Department will
for March. I would suspect that they
an unemployment rate of at least8.rp

y is certainly, far fraig good,

ssess the American economy today
te.of aertain'things which 'are
velopments for the future.' And
to hriefly give lody awn assessment

of fiscal policy 4ctions
11 which was signed by the President,
er of the outlook for the'economy, i'

on and the .matter of inflation. ,

o

release its unemplbyment figures
11 show an AMerican economy with.
cent, up from 8.2 per cent, which.

was the prevailing rate,for January and February.- When that rate field

,in Februarya-number of people seized omit, an ssumed that we had now

seen the worst of the:unemplOymentsin the United tates. That.is to say .

that it had-peaked in February and from, this po ton, ohe might reasodebly.

expect improvements. I wou d like to lnake two. pbints: firat,:t8*was,
an incorrect assumption. T was incorrect because,if they had t Uen'the

111time to analyze, these figures, carefully they would have noted t t unem- .

_ployment did indeed rise in February bpaitalf million, but this waS,:

1

precisely metaled by a decline in the labor force of half a mill dn. And

since the unemployment rate is the statistical relationship betty en those

who are unemployed -as a percentage of the civilian labor force., it washed

put. The fact is that the unemployment rate does lag behind every other.
indicator in the economy insofar as an Improvement-ida cyclical recovery

period. And therefore, one should be realistic and Candid about this.
,

Secretary of the Treasury Simon is probAbly correct, but perhaps may
be understating when he says that the unemployment rate wrll reach nine

per cett. It's quite li ely that it will reach higher the' nine per Cint

before it eventually st is to come down. And_I would sus

yeas end it still-?dy, e painfully close to nine per con 9. This, however, `1*

1

est that by

I

,
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is below the ten per cent figure that George Meany has suggested as
going to characterize the labor markets it\the United States. We will
no,t,I am quite, onfident, reach ten per cent, but this is not' to mini-

mize the unemployment'problem inthe,Unittd,States. It-is,a severe' i

p oblem, it is of the gravest magnitude that we have.tonfroneed during

t4 ,'entire postwar period; indeed, since the depression of the 19,30°s. So

I don't minimize'-this.

,But, in looking at the economy some things are quite clear, and that

is, as with revery other cyclical period from which this economy has moved;
0

we are now clearly seeing those events in traim,Mlich suggest that it is .

reasonablefor,us to anticipate a bottoming out of this economy gbte time

during,thes-ummer months. For exaMple, looking at .what has b4enhappening
to production in t'he United States, we note that for at Least the last

--five months industrial production has declined. And when the most

cent aata is released, it will rob ly show further. declines:, At the,

same time sales have not really e very strong. With thdeXception of

the rebate program in automobiles, onsumer durable,sales,are.really,

way off. But related to what isiha ening to production and the sales,

'-one must look back to see what was. a ening earlier in the economy. What

was harming then was a tremendous inc?ease in the level of inventories

in the hands of manufacturers and businessmen. These did, in fact, stem

from that time of shortages and dramatic price increases when businessmen,
felt as though they could not get the merchandise they needed, whether it

be finished goods or intermediate gbo And so we saw double and triple

.ordering from various sources in order t& build up the Stocks Of finer-
chandise in anticipation of still higher rates and price inflation.

But as:the eaknesp in the economy manifested-itself very tlearly'in

104, we not only had a voluntary accumulation -- deliberate accumulation `-

of stocks by businesses, but increasOgly there was an involuntary ele0:

ment that entered into it. Even when businessmen tried to cut back, sales

-
had weakened so dramaticallY'that they were left with rising leve/s of

inventories. And before this economy can ever pull out of any recession,
partitulaily a recession of-this magnitude, one which I would subniit is

now in its15th or 16th month, those inventvies have to be worked off.

before pe begit>.hresumptiqn of production, you have to establish a'

more meaningful relationship between yo4unsold.merchandise and the rate

at whIch!yoa are selling that merchandise. And so it is that we now

areclearl seeing a very dramatic adjustment being made in invent'or'ies

in the 4ine Jean economy.
,

.0 ".

It is forthat reason that when the first quart r gross National ; .

Product fi urea are released, sometime later this mo th, they will:probibly

show'a dec: ine in.real economic activity,- at least -large irtmAgnitude-

as .that ex eritnced in the fourth quarterof1974, nd that, yowlight re-

call, teas A excess of nine per cent, Justtas addibg to:.inventpries

increases economic activity and Gross,Natio 1 Product figUres, when

businessmen stop ordering and stare living ff the Shelf, that serves Lc),
.

,depress activity, and in the Grois NationalProdikot accounts, it is, recorded

as a,minus. This will pull econ c activity levels.d But as we
o °

I
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gin to see a better relationship established, as consumers begih to

respond to the stimulus of \tax relief recently enac'ted,by Congress;

as the rate of inflation diminishes and their real Purchasing power

begins tb move,,up perceptibly, we.can expect tosee some encouragement

in terms of renewed consumer spending, These are the kinds of things

which'suggest 6 me that while for thc second quarter we may still

witness declinZd real activity levels and rising unemployment, nonetheless,'

it would still be d considerably reduced rate from that in the first

quarter, I'm reasonably confident that by'the -third quarter of this

year the economy will Clearly have bottomed out, and by the fourth quarter

we certainly will be seeing real growth.

I find myself in a rather strange position,,being in agreement with

the administration in terms of the shape of economic events as they see

v Lit. I Will,.however, part company in suggesting that more than a year

ago I. felt we were in a recession, and it'took the President of the United

States and the Administration a long time to 'catch up. with what the

Americgh' people had known for a long time. But it is refreshing to see

that events are !ping perceived more readily, and I think this Augurs well

for the future.
. .. .

' Now given the fact,that the economy is showing signs of at least

improvement in strength, what does this imply for inflation? Well, we

rave, in the Last five.months seen the Wholesale Price Index decline,

moved largely by declining product prices in the farm sector, to a much :,

lesser_extent a slower ripe in the price of industrial commodities. We °

have not yet seen any 'declines in prices at retail,,at. least as measured

by the Consumer Price IndeX. What. we have seen, however, is a reduction

in the rate of inflation. If one wants to be a realist, that is what

we should anticipate in 1975; that is, rather than absolute price
,

o 1

reduction in the agggregate, a reduction in. the rate of price increase.

And I, point out to you that the roughly twelve per cent rate of inflation

which showed up in the Consumer Price Index last year is now estimated

by most economist, to be roughly in. the seven per cent area'for 1975, which

is still an awfully lot of inflation -- a lot more than consumers lived

with during the 1960's.
1

.
. ,

So, the problem of inflatflon
/

is one which is still wi us. The fact

that so many, are prone to'seize,onthe prohlemlf recess ,WhIch is ''..

indeed a problek, to the ,exclusion'of concern ovigr inflation, is some ing

which troubles me greatly, because I don',t vieWtodaY'S recession an

today's inflation as being independent Phenoilienon: -Rather, the accel r-

ated rate of inflation which cut deeply into discretionary real purchasing

powei. on the part of consumers,,the accelerated inflation which eroded the

real purchaAng power of businessmen's capital ou4ay funds, in a very

real sense, contributed to thd decline'in real economic activity; because

the alunition - the purchasin power -- was not.there to sust fn those

levels of econ is activity-. ntil such time as we can reasontbly anti-

cipate stable vices, or reAsd bly btable prices, the prospect for sus -

tained economy advacel,'With, gh Oploment levels and without co corn

over recession, that pqSsibili is lar ely.precluded. And so it i that

4

,

i
.

to
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with this kind of An analysis

to the matter 'of fiscal policy

by the Congress of the United

It's inttesting to trace
many_ months ago_the President

States .Congress becauseCongre
increase,which along with WIN
enemy'number one -- inflation.
infinite wisdoM, did nod pass

oneof the.best things Congress
months. EcoPOmic.events were v

seemed rather stange to anybod
it was no surprise when early th

t I e

tr

f the, economy you can address yourself

and tax relief which,was\recently afforded
tates. /

the history of that tax relief. Not to
f the United States was chiding, be United
s had failed to do what? To pass, tax

buttons was lupposed to eradicate p lie

Well, Congress, aid I'm not'sure in ts

at tax increase, and that is probabl

had done, while doing\nothing in recent
ry rapid and the notion of the tax increase

with knowledge of economic affairs. So

is year in,his State of the Union Message,

President Ford suggested that what this country now needed most of all was

a tax reduction -- atax reduction, my recollection was, of roughly $16

billion lri magnitude. It was in the form of a rebate against 1974 tax

liabilities.

Th4s yes taken byythe House Ways and Mea s Committee and they

transformed it into 'takpackage of roughly billion, which was then.

taken by the Unit States Senate and transformed into a tax'package of,

roughly'$31 bi ion, which bounced back in conferenc06-committee, and

which ultima y emerged as a tax package of roughly $22 billion. Well,

included in that were a ole series of<goodies. If you happen

for.tunate enough (althoug if you tried to live off it, I don't
whether fortunate is the appropriate term) to be a social secu

pient, Mike Mansfield said, "$100 for you." But Congress id,

too much. Let's make it $50."

to be

know
y reci-

"No, -64 s

If you happen to be:in the construction trade-unions or a builder, %

the Congress certainly had something for you, and that was a $2000 tax

rebate to any American who would purchase a new house if that house was

either constructed and unsold, or in the process of construction as of

March 27, 1975, ind if purchased at a principal residence within 'the -next

twelve.months. was really waiting for somebody to come out with a.

special rebate to ericans for purchasing groceries, since that certainly

would have helped a awful lotAlof American consumers independent of r

,

home purchaset.

But what I am saying to you is that included in that tax package was

a whole variety of measures, spore of which were meaningful and some of

which were not, some of which were addressed,to the problems of inflation

and/or recession, some of which-were not. What started out as a meaningful -

exercise In providing sbme'fiscal relief, ultimately deteriorated into

a demonstration of one particular interest group managing tp convince

theCongress of the United States to offer it tax relief, even if this meant

coming at the.expense of some other group. And make n9 mistake about

this. While rtflould submit that this economy needs help, and should have

help, the Comgres& of the United States and the United Staten Treasury can

only helpin terms of tax relief, by borrowin& funds to give the American
.
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economy because they d(inot have any surPlUlfunds. And so the larger

N this package, the larger 11 deficit.\
\ I

For 075 it 'il now estima d-the 7reasuryborrowing requifements 4.'
will run about $80 billion. !ts 'mats 9f their., calsh needs have changed \
dramaticaify just-wi-thin the. ast eVeral wee(s, om under 5 billion

_'

now to c to 18 billion_doWlars e\for'e ,the end f June. We are already
. 1 --

, be ning to see in money and capita markets response to the enormity
,----
of the TreaSury's borrowing require en . As someone in the Fede-ral ke-

serve,-,I am acutely concerned and se si ve to the ilmplications of these'

kinds of borrowing requirements on'the na,ion!s money and capital. markets,
because one of the vital, ingredients i recovery is a prevailing level. of

interest, rated which is consistent With that recovery'land I think ,

Chairman Burns of the Board has made hil'concern made,known quite clearly.

1
So while it ig\proper to help this fconoMy, dehave o recognize .

i

two things: that too muCh'help might in many, hinstances even more

,
harmful than too little help, and that there is a cost at ached t6 the 'j, ,N N
help which is extended.' Nothing,..and I"mean nothing, that means al+.

thing to us, including tax relief, is costless% And'if in the final .

. . analysis, it turns out that this relic was too much and that file impticar
'tigins of.treasurY orroying requirements do strain them ey and credit
markets and, gener to ultimately excessive ecOnomid a vity next year,

.
then the rate of flatiop is likely to respond-and we're-liable to be
asking ourselves the end of 1976, "Aa\did that ,tax relief cost us

\ .

.-'

I

in terns of inflation?" Because to beAuktd realistic, it would-be a
very cruel hoax,to perpetrate on the Americampeople, to hand -them a
tax rebate check o $10 and ha e inflation in eighteen months take back
$101. So it\i's go ng to be Bath eresting tq watch what the Congress
does in the months ahead., to-ee whether or not the le'vel of federal

'spending moves dramatically above
tg

where it is now projected, given this
.particular program.

v -

.

Under the circumstances I've described, and with the concerns that
I have indicated to you, nonetheless,'it does now seem reasonable to
anticipate that the American economy will in 1976 be growing.. -And I
would suspect that despite the prevalence of high unemployment rates,
one of our major concerns next year is going to be to keep that growth ,

rate in che , lest it does rekindle inflation, which I suggested to
.\

you will be in the process of unwinding in 1975. But befolle I",\ conclude

my remarks, I th k it's appropriate to pose a question which Congress .i"

ha us far a dressed and which too many of us don't really ask, 4

and that is: How ca one have inflation and recession simultaneously?.

, -Everything I ever learned as-an economist suggested thatAnflat4on
was a result of excess demands:.: more money dement's Being made than there

r-z- was a capacity to provide real goods and services: The definitiqn of
e' _recession is:_a shortage of demand, an excess of'supply. Yet, we find.

these things-co-existing. The reason, ythink, the co-exist relates to
structural problems wj.thin the American economy itself. And these prob- '

lems have not, .thus far, been addressed by.fiscal policy., These are the '-
problems which, I think, relate tp.growing levels,of,economic concentra-
tipn in the business segment of the American economy.

ii' e
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Larger and larger firms are coming to dominate particular inOustgies-

\with thd ability, in effect, toiadinister IheiE. prices or to resist ptice°
- .

decti at a-time when demand declines. -It took almOst catastrophic \

even n the automobile industty, for example,- to nave them to do what
.

\
../

an keeper would have done immediately: when his sales began to
all, o lower their prices. And even'when they lowered them, they would-

not dilt.nify it by saying it was a prfte reductionrit was termed a re;
bate Program. \

. .

EarbOur, Florida, concerning himself with the plight of
Simtla,0 have.,Georgeon the labor market side, we haveGeorge Heaney, sunning

himbelf in Bal
the American worker, even as his construction unionyorkers have an un-
employment ratd of anywhere from 15 to 20 per cent and are probably the
most highly pa)ed"workers of any skill,in'the'United States. As if"-

their wage rate are unrealdted to the leve of unemployment, which they
presently enjo As if their wage rates are not a crucial factor in
what has been h ppening. to the hou'sing marke s in the United States in _

' terms of the 0 ce Of housing, and the phenomegn .of having people pri-cid
out, of the housing market that five or ten 'ears 4o they could look

t".forward to. .

These are the kinds of structural problems which have not yet been
addressed. If they are not addressed, ifthe matter of growingeconoMic
power on the business side and on the labor side is not addressed; whether
by anti -trust or by r9gulatory prooedures, or by an absence of regula-
tory proceddra, which ofteh themselves impede competition, then I would
submit to you \that no matter how fortunate we are in bailing ourselves
out of our preent predicament, it will not be too long before, in the
future, we are likely again to be confrontedwith thissame set of problems.

,The Pure and simple truth is that when an economy such as ours is
confro?Ited with high rates of inflation, the imperfect strticture'means
that we have to squeeze &t that much harder to get prices and costs to
respond. And when that squeezing is done, again given the structure of
that economy\ those who are least able to tolerate that pressure are the
_first ones to,feel it -- those who are unorganized, for whom something
called free enterprise is something that they live with, and-distinctly
different from the kind of free enterprise notions that exist in Lockheed
and the Penn Central.

N
We must -- and shoUld -- hope for intelligent and prudent monetary

tpolfcy by the Federal Reserve System because\these are important deter-
,mitiants of what happens, in the American econamy. put.at the,s,ame time

We should'ajso .upcfn ktitelliientrpiudent, and aggressive policy

on the part'ofAhe United States Department of Justice Anti -Trust 6ivi-
acon Anikerms of turning this economy around and' making it look more like
the compehtive model that economic textbooks describe in talking about

our enterprise system.'

FThally, I think we are,goingave to recognize, and the energy
gave us a reason to think about this, that things are scarce in

.
this world, and perhaps in ,this sense the theme of, this meeting is quite ,

appropriate. Everything we want is limited.' If you want something, you've
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A got to ,give up something to get it ndithat's the cost. We we nurtureU

on a view that growth in the United States and t roughout the industri-
alized world was literally boundless, and that e could always look.for -
ward next year tomore in the way of things.th n we had last year. We
didn't have to think about the costs. We are /ow finding that that's
sheer nonsense, and in a very real sense; "th re ain't no free lunch."
The things we want do have costs and there ar limits on the capacity of
an economy to satisfy our as (rations, Not o ly do we see real economic
limits, but we see the limi s clearly being nifested in terms of what
we have done to the quality of our lives. in erms of deteriorating environ-
ment and the like.

So'I think that despite the fact that e are living thrtiugh a eriod
of very substantial travail, that somet ng: gb eu i ma y wi,1 ,come

,--'

i

of this; An apprgeci#ion for t act
the same,kinds o,f/Onstraint

//. .- ;

at
.

119

o.: dr asplx

s

ns e su ject to ,'

, =

,ugge, ed do
exist) An apppec atioe'fo ejleita ha .ec: :,:c' 4 /re evant_eqope --__y_.
it does deal with limitatiqx," 51, 114. -4C .. '. h iimi/Ltfot4; / .'"7-

, / v .---_,,
appreciation that even ip ord ,concern ,,:. ght,u, a4diessing t ;- 4 -- -' ,,

matter of recession, we had setter b cqneerning ourselves abq inklati,",/
/ , /

,

too. Because if we don't'COncern burielves about it, we afe not-goAn g
to be solving a problem, but papering over a problem. If we've leafned
this much, then it may well be that\a very costly episode in our economic
history can bring with it some very tAngible and visible economic bene-
fits for the longer run.

c

.

or / 4,,
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THE CONSUMER, THE SAVE, AND

THE FEDERAL tESER

Frederic Solomon,
Assistant to the Boar

and
Directer, Offic -Of Saver and Consumer Affairs

Board-of Governors of the Federal

Reserve System

et me first Jiip_bilefly-into t\e h4tory o the Federal Reserve
,

,..- System's reldlionship to the economic concerns of the ordinary citize --7. _

the individual consumer. Then I will escribe°th work of the new Of ice'
of Saver and Consumer Affairs at th F eral Rese e Board, which forMalizes
the System's interest in the consum r i the light of new duties given to

to lo briefly at ighat seems probable n the near future.
if

Board by recent consumer Torient-d 1 gislation. ,Finally, I would like

.. ,

SOME BACKGROUND.

Economic stability, l nkin soundness. -- It is a truism that the mein

functions of the Federal Reserve haVe related to (1) monetary policy, and

(2) bank supervision. To most people, both of these have seemed far re-

moved from the every-day life of the average saver of consumer. -The-fact

is; however, that the Federal Reserve's activities, even its most basic

,and seemingly remote functions, always since the. inception of the System

in 1913, haVe been closely related to the economic interests of ordinary

..people. ,c1Bankers, whose Lending.and dther services --'such Is adposit

.,receivings,.check paying, inxerest,paying and many other activities -- are

affected by the Federal Reserve Act and Federal_Reserve regulations, are
well aware that the Federal Reserve is and always has'been .cloge y asso-

ciated withle interests of oe individual,,cansumer:

This has been heightened in7a broad way as many banks have entered

bank holding companies,,an have,embarked upon nonbanking service activi-

ties bringing them into furthir contact with a wide range of, consumer

interests. On 4s part, the 'Federal Reserve has indicated concern with

the evident,interests of consumers in this 6ioadening of banking's.activi-
tibs by placing great emphasis on the public benefit-test, stated in the
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Bank Holding Company Act (12 U.S.C. 1843 /c/ /8/), ,-)f whether a proposed
bank holding company expansion should or should not be perMitted.

.4

Thus, ifi a realisttc sense, both monetar olicy and bank supel.visipn.
r inCMately related--to the affairs of savers and consumers. When the ...,_

, .

,

Reserve helps Maintalneconomic stability, it is helping to Main-
urity f ea.ch indi4iidUi-12 job, as,wel

is.obr/her- !figs. Similr1
.

it is heLping'iO

n'the
'or her paychec

= 'depositor'

tumer cred

nking,io

as the- value of his

when the ,System helps

ntain-ille-s-aft_y _of the__

sivings-ps'7e1L-as trie-cont-inAgdavailabi ity of adequate confr
r.t.

The fact that Federal Reserve monetary and supervisory activitieS
serve theindividual largely in an indirect fashion does not diminish 'the

, significance to the individual of Federal Reserve actions, and it. makes
Federal Reserve awareness of-that significanceirl* the more important,
deliberations on monetary and tupervigory policieS, the Federal Reserve
must constantly be alert-to the fact that the ultimate objective of its
policies is to serve the best interests of the individual as jobholder, 1 .

consumer and saver.

1

Securities Credit Reg& a on. -- In 1934 the System was given the
responsibility for setting mar in requirements on credit to purchase or
,carry securities. The princip 1 purpose of this'legihation-WaS to restrain
the potentially°destabilkzing use of credit in the securities markets.

It has been found that excessive use of credit to purchase securities
tended to drive up Securities prices to unrealistic heights; then when the

'speculative fever subsided, as it inevitably must, the process was, in
effeCt, reversed -- the decline in securities prices snowballed and was

.made more severe as securities carried on thin margins declined in market
valuet andhad to be4sold to meet margin calls.

While the securities credit regulations provided indirect protection
for the saver and investor by helping to avoid destabilization of securities
markets to which he had entrusted his funds, the regulations alsd provided
"a more direct protection for him. The-Legislative history of this statu-

.-to provision -- technicalry section 7 of the SecUrtties Exchange Act'Of
1934 \(15 U.S.C,"1 sec. 78g) shows that Congress was also\conceinefl with
an important ancillary efffect of/the regulation: By Limiting the extent
to which an individual could be induced to buy securities onthin margin,
the legislation reduced the, chances of his being overcommitted and also

of his,being sold out if the market declines.

Note- that is, 1934 legislation assigned to the Federal 'Reserve the
tatk of writi* credit regulationS and ,set the pattern of covering, all
creditors who extend the specified type_of credit. Congress did not:linlit -

coverage to ankS or even to securities brokefs and dealers but'made/it
usiversal. e-s-tatue and regulations do, however, recognize the !Adel",
diverse pra tices, procedures and functions of different kinds of. credit
'Accordingly, the requirements' are carefully tailored so that they will fit
the different situations as eqditably asopraCticable while'produCing

Aapproximately equivalent results. 0
,
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Hence, the Board's RegulatiohT (12 CFR 220) applies to brokers and
. dealers. Regulation -11 (12 CFR 221) applies,,to.bankt. And Regulation G

(12 CFR 207) applies to all others who extend securities credit. Regu-
.lation X (12 CFR 224),forbids borrowings that would donflict with'or under-,
mine the lending rules in the other regulatiOUS. Each regulation has the

same objective,,but each Attempts to reach thtt objective-in the manner
best suited to the,partidular circumstances in which_it 1,

Truth in,Lending. -- In 1968,/congress passed the Truth in sending
(15 U.S. sec. I;601). 'This legislation attempts to give the customer

the fact aboutthoost arid. other pertinent aspects of credit he may be
using. intended-to_permit him to shop for credit in somewhat the
way he can 'shop by costcotparidou for other things. In addition, if a
credit creates any lien oh his home, the Act gives him theprotection of
allowing him to cancel theitransaction anytime within, three business *Yd.

;

The TrUth in Lending legislation followed the pattern of the '1,934
c-curities credit law by providing universal coverage and directing the

1 Federal. Reserve Board to write implementing regulations. The Act applies
nOt.only to all banks, but also to all others who extend consumer credit,
including savingsAid loan' associations, crediunions, finance companies
and retailers.

f ,

The Federal Reserve Board issued a single regulation -- Regulation Z
.(12 CFR 226) -- to implement the Truth in Lending Act; but that regulation
contains varied provisions designed to provide reasonable adjustments, so
-far as practicable, for the diVerse situations to which it applies. Basically,

this regulation aims at making sure the consdter gets in-practice what the -
law prOmpes conspicuous and complete information as to the costs
'of the c?-edit he is accepting.

Mechani

,The Truth 1, Lending Act also sptlled out the mechanism iiY.which regu-

lations written b a single agency, PutNinlyini universally, Woulcrbe
enforced among wid- y divergene industries. It specified that the statute
and regulations' wou be. enforced as to each Federally supervised institu- t'J*

tion by its existing ritary federal supervisor. 'For example, national
banks by the Comptroll of the Currency, State'member banks of the Federal
Reserve System by the Fe eral Reserve, insured nonmember banks by the
Federal Deposit Insurance \Cprporation, insured savings and loan associations
by the Federal Home Loan B.6-BOard, etc. As to all other creditors -- for
example, finance companies, ,etailers, etc. -- the Federal Trade Commission
is ,the enforcing agency.

This roun e the patter of ay universal coverage, (2) Federal
Reserve writing of regu ions, a d (3) enforcement through existing
agencies, that has since bee follt ed by other legislation designed to
help theNconsumer in the field Ofcr dit.
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.I4 1970, Congress foLlowed that'pattern when it decided to correct

abuses connected with credit cards. It added to the ruth in Lending'Act ,

and thereby f"tted into that pattern --,Prohibitio s against unsolicited

distributiGns of credit, cards' and limitatibns on liability for viaUthorized-
use of credit ca ds (15 U.S,C. 1642).

Board Orgainitation for Saver and Consumer Affairs

\
Hold has the response to, these various reapdabibilities,related to

saver and consumer affairs be* organized at the Federal,,Reserve Board?

With respect to the general responsikilities that relate to monetary
and suOrvisorly activities, consideration of saver and consumer -aspects is

woven into the general formulation and administration of olic'. Among the

great mass of economic information that it constantly st i 0, the Board

gives especially close,a ention fh its deliberations an' ts,actions to

information o employmentand,unemplc6ment anclto the vement of various

prices, espec any-consumer prices -,_in other words, t. the individual's

job ,and the p ices, fig ,or she must pay.

With the passage of the Truth in.Lending Ac n 1968, the Board plaCed

adminiq'tration of both that Act and of the,securities credit'provisions of

the Securities Exchange Act of 1934 in the' Division of Supervision and

Regqlation,.which had responsibility fcir administration of bank supervision,

'includingthe Beak Holding Company Act, and of which I was directOr. This

`assignment neap -nit have been unrelated to the fact that I haepreviouslY
worked on securities credit regulatiodwhen I was Assistant General COupsel

in the Board's Legal Division.- V

As of August 5, 1974, the Board transferred' administration of Truth in

Lending and Securities Credit Regulation to a new division ^7 the Office of

Saver andConsumet Affairs, of whicii-rwas made Director._ Janet Hart, who -

had,worked on these subjects as Assistant. ector in the Division, of

Supervipion and RegulatiOn, became Deputy, Dire or of 'the new diviSion. A

Member of the leard; Jeffrey M. Bucher, was given ecial responsibilities

-respect td'the new division, although all policy ceCisions will, of

course, be made by the Board itself.
. ,

The new_Office of:Saver and Consumer Affairs will do more than merely

continue administration oaf Truth inLendipg and Securities Cred-Regula-/'

tioa. It Was created also in anticipat on of certain pending consumer

affairs legislation which will discus in'a moment. In addition, it will

.have specific responsibility`for helping to assure the Board that the

interests of savers and consumers are giy p adequate and specific attention

in considerations leading to all Board debiSiont. The,cairying,out of

these responsibilities will be aided by the fact that I am Also Assistant

to the Board with continuing interestin supervisbry matters.

Thus, the Board's historic relationship to consumer affairs has Pow'

been both tightened and formalized in the light of the increasingly speci:-

fic consumer-saver responsibilities that the Congress, hats `been placing

upon the Board.,
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11So e 'Developments and Prbepects

le.

On October 28,'1974, the President signed into law R. R.'11121-, which

beCame Public Law 93r495. Besides several pkovisions not relei.rant to the

present dis ssion, and several aniendsientS to theTruth in Lending Act,

the new taw conta two new,c nSumer protection acts thatfollotT,the

Truth in. landin pattern. .

Fair Credit Billing. 4-- One of ,,these new acts is called the "Fair

Credit Billfng,Act." It is in the fora of a new chapter added to the -T uth

in Lpnding Act. It mightte described la the legislative response tp
. .

e

frustration that has.swept over. Countless cOnSumers who havefound,t em-
setveS-arguing hopelessly with an unresponsive computer about etiers the
computef,..had made in their .bills. The legislatibn establishes'procedureS
*for7the correction of billing errors in open-end credit accounts, and,for-
bids At creditor to restrict or close -out a customer's account or take

,

action againit the customer's credit rating :inregard to any account as to

which such procedures are in process.. , , .

..

. , . .

,Subject to certain conditions, the new legislation also permits the
holderof a credit card to utilize against the issuer of the card any
defenses.ariiing out of a transaction in which the credit card is.used.
For example, if a card holder uses his credit card. to buy merchandise that ;)

turns out to be defectiVe, the card holder can, by meeting specified con-
41

ditions, use any.defense against the card issuer that he could use aginst,

the seller of the merchandise. . 1

.
. 4

The new Act contains a one-year deferred effective dot , and during

that time, the Board will be preparing implementing regula pns.

.. 0

Equal Credit Opportunity Act. The second new consumer'protection act
contained' in,Publin Law 93-495 is the "Equal Credit Opportunity Act." This

forbids discrimination icredit on the basis of sex of marital status. It

might be described as the legislative response -ta_the frustration experi-
enced by many creditWorthy women who have been denied credit or credit

0 standing,for no other reasen than their sex or marital status. It is also a-----

Congressional recognition of the great opportunity that stands before
Creditors'who will attempt to meet the legitimate credit needs 9f the

millions of creditworthy women.
N

The Act is not limited to consumer credit, but applies to all credit,

Including business credit.
.

The legislation follows the i'ruth.in Lending pattern and directs the
Federal Reserve Board to issue implementing regulations.. The Act provides

A ,a one-year deferred effective date, a span which oueexperience with Truth
in Lending indicates to be fully needed for preparing the necessary regula-

tions.

'Unfair or Deceptive,Acts. or Practices. -- On January 4, 1975, the Presi-
dent signed into law Public,Law 93-637, the Federal Trade Commission Improve-
mene Act, which considerably further enlarged the responsibilities of the
Federal Reserve ip the area of saver and consumer affairs. '
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Beside a num er-of provisions not relevant o our present discussion,

' the legisl tion did several things:

1. For the 'first time banks were mad specifically.subject to the

prohibition in the Federal. Trad Crmission Act against "unfair

or deceptive acts br practices. '

2. The Feleral Reserve Boar as directed to prescribe rules to

carry 4it that prohibition as to banks.

1

3.. Within
ttixty days after the effetve date of any regulations

issued .by the Federal Trade Commission proscribing, acts or
,praccipes as, being un air or deceptive,, he Federal Reserve

Board will have to i ue similar tegulat ons Proscribing similar

\. actS,or prac'ticed by banks. The.Board't uld omit issuance of

\such regulations on if it made a publ shed finding that such

cis or prat ices bankt would not be unfair or deceptive or

tha sudh regulations wound seriously cdnflict with essential

MOnets and payments systems policies of the Board.

'. 4. Existing Federal encies supervising banks ale utilized to

enforce regulations sued by the Board. Each such agency is

directed to establish division'of consumer affairs "which

shall receive and take ap opriate action upon complaints with

respect "to" unfair or deceptive acts or practices by institu-

tions' subject tb its jurisdiction.. The Board, as I hdVe noted,,
has already established, the Office. of Saver and Consumer Affairs.. .

You wiWnote,that this, legislation follows the Trtith in Lending .er",

pattern partly, but no completely..Ze,main difference 'is 'that the writing

of,,regulations is' divided between the federal Reserve Board (as to banks) and

the Federal TradeCommission (as to all, others).
.. .

, .

.

,Now, to lotik ahead a tittle; The phrase "unfair.of deceptive acts or

practices" is, to say the least, broad and,eflexible. Its meaning will

eo
necessarily vary with different circumstanc.-,,, For an extensive analysis

...
of the'phrase as.it appears in theTederal Trad mmisslon Act, see the "

'socalled "octane ratings Cage" (NatiO01 Petroleum R iners Association

et al v., .Federal Trade Commission et al, 482 F. 2d 672, 973). Some clues

.
ars to some things the phrase, might include may be gleaned om'the report

issued by the National.Commission on Consumer Finince,'the t n.orary study

commission created by the legislation that included the Truth Lending

Act. ", ..... --__

That ,report in Chapter 3 discussed -- and to some extent criticize

a,,num r of controversial.acts or practices in 'the consumer credit field,

includi such things as confessions of judgment, deficiency judgments,

cross col teralization, coersive reaffirmations following bankruptcy and

many others. Any such listing, even as extensive as that in the report,

obviously an mil}, a sample of,the many and diverse acts or practices

that may have the tential of being held to be subject fo the phrase.
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I should add)that this /rief listing of legislation that has been
nactA should by no means_be taken as a compliee catalog of consume pro...

ection measures That havo been proposed in one fbrk,er another. ,There

re many others at various stages of consideration in the Congress, and
1

still morn will probably come forward.

. .,

This .shouldnot be surprising. Experts point out:that our economy haa
long since left the agricultural,stage, and almost thittY years ago moved
from the industrial to the service stage. About 70 per cent of the nation's
total labor force is pow engaged in prdvidingservices. That leaves only
25 per cent engaged in manufacturing and 4 per cent in agriculture.- Even
putting to one side ,the 21 per cent who are employed in providing gokeA-
ment services at the Federal, State*, or local level, you will 'see that ..

about 50 per cent of the total labor force works in other service industries.

And with extra capital- desperately needed throughout the economy, all' of
.....

--__.

us would probably be ,better oLf-if the_saver could arpo be accorded an
increased degree of royarstatus. .Many of theimeasureso protect savers
and consumers are, after all, merely restatements of sound and equitable
business practices -- opportunities to sprve customers that have not pre-
viously been adequately served. That is the path of future progress for
our service economy. .

In this setting, it is only natural that the consumer should 6e-ifing.
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.TRANSPORTATION POLICIES

NEW STRENGTHS FOR THE /EXISTING STRUCTURE

Be amin O. Davis, Jr.
Assistant Secretary)of Transportation,

' Environment Safety and Consumer Affairs

0 p

.
Just a few short yearp ago, it was possible to' note withAterest the

news that Detroit was turning out 10 million automobiles a year. American
productivity, after all, was the wonder of the world. We could read, without
',wincing, that the United States, making up six per cent of the global popu-
lation,-consumers 30 per cent of its energy resources. Even if we were the
most profligate people on earth, it seemed, there was plenty more energy,wheFe
that c from. The dollar was sound and the lob-market good. The,road to

rb was jampacked,Vith cars while the airlines sent up half-empty planes.
The Vation's transportation system,spendiftg abouto$200 billion a year, a
fifth of the Gross National Product, was the moveable feast 'of American pros-
perity.

We are wall aware/today that the party's over. The only words that we
hear atoue the recession, Inflation and energy shortage are serious and sober-
ing. From all indications, the economic picture will worsen before there is,
a measurable recovery.

A learned man once said, "we must think of our whole economics in terms
of a preventive pathology instead of a curative pathology." In large part, ,

the preventive phase for the UniteeStates has gone by and we are left with
the curs as the only recourse. But adversity is the harsh teacher. We can
take the past isltakes and wisely influence the future.. I believe that is
our direction/at the Department of Transportation.

The three problems of inflati recession, and energy powerfully affect
the Department's*ission. We are cha :ed with the safe and efficient move -
bent of people 0 goods in this count And-the bard times of today serve
to reinforce our elief that.the trair ion policy for the future must
incorporate chang .

Less than o decade ago, in1966,'the DOT was a ablished by the Congress.
We have authority over the activities of,l05 Million automobiles, 23 million
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trucks and ZOTillio ,
motorcycles, as well as 50 thousand city bubes and 25

thousand interCity used We are involved with the'operations of 1.7-million

freight cars and 2 ,000 1 °motives, 140 thousand airplanes including a

commercial fle4 o ,2,500 rge air carriers and, in addition, all'of the

thousands of vt ls moving ouE rivers and waterways. ,*

Vow, I am it

responsibilities
only, part of th

10 years, the D
this whirlpool o

.

trying to da4.1e yciumith figures or impress You with our
The amount of Machinery in motion in this country tells

story., I do want to illustrate why, in the course of almbst
artment has not developed a set formula for controlling

technology..

.3

It is not only that the transportatioti network is big. It is a question

o,£ complicated goals and-policies. _Weestablish national goals of primary
imi;ortance. We attempt to agree on policies to advance these goals. 'We then

develop and implementprog to carry out the policies.

The trouble is policies have been established at different. times in

responie to different problems. The energy shortage, for instance, brings

on'newisoais and other elements must be adjusted bil)*Olem. This leads to a

ride variance between the'priorities of one time and another, just as the

/recession becomes more menacing than inflation. We have to.constantly shift.

,,with the times and at the same timer try to plan for the future. Transporta-

tion is of. itself an intermediate function, net an end but d means. It is

a lin between other economic and'social activities. It is, therefore, con-

uously affected by the changes of economic and political forces. In

planning for any transportation program, we now have to think of the infla:

tionary impact-and the effepts on recession, just as we must write out an

onmental impact.

. 4nother complication in forming national policy is the mixed public-

private nature of our financial system and the division of governments., In

a nation that incorpOrates Federal, StaXe and Local authorities in such

number, It is most ditticUlt to single out one group as beingrtotally, even

mainly responsible. We-gre not capable of bringing all of these people who

make transportation decisions under.OR:nmbrella and havingthem write out a
9

'Single "grand design."

Last year, with all of the inter-relatedproblems, I believe that the

Department of Transportati6 made a beginning-toward a set policy. It is

something that we,can build on. As presented to the Congrets, it is an out-

line of the course that the Federal Government hopes to.steer through the end

of. thiS .century,'

Among other things, we, proposed to avoid a continuous Federal, financial

role and -TrareO-Frdpiftrage-posli5tPtiti n in a freejenterprise economy. We

asked for a new cooperation among th modes of transportation -- buses, trains,

planes -- with the joint qse of terminals. We Would end the old separation

of transportation facilities.- DOT called for an improved system of providing

transportation for rural America).to help those communities served only by'

the motor vehicle.

137

119

6



I

f

We advocated that n Federal expenditures become necessary, that mone4

should be recovered in fees, from those who benefit. It is contr ersial,

know, but we think that the use's to inland waterways, for examP e, .should
pay'for,taking advantage of.a government-developed complex.

r

MOstaimporOntly of all, we advanced to the Congress that in 11 areas

of transportatiqn,ithe main problem in the next decade is not the apacity
to handle passengeiS and freight movement. It, is better managemen of.exist-

1
ing resources, a alt to the pell mell construction of the past 30 years.
In.so many cases,, theie is no need for expansion and existing systems will
do -- if they ate,improved. This concept bears - heavily on the present

struggle with iinflation as well as'unemployment. Jobs can be created just
as readily in,Maiintenance and improvement. This is no time to be building
,chore` and spending more.

'

Sufficiency/is t e word that comes closest.to describing our situation.
If we improv' and use t ansportation facilities that we already have, we

;
strike again t inflationary expenditures. If We charge the user, we staunch
the overflowlof Federal Money. Rather th a massive dose of new and expen-
sive technology, we mainly require the m surea application cf common sense.

P

We have taken this principle into the planning for ever transportation
mode. As a 'nation 'hiavily dependent on the motor vehicle, ericans are con-

!ned to,think in terms Of unlimited highways. And sin the end, of World

War II, the U.S. highway system has increased by 12 per c .t to its present

3.7 mill:Jan Miles. The heart of this total is the 42,500 mile Interstate
SysteM, which is now nearing completion. The entire national complex of
highways carries 7 per cent of intercity passenger traffic and 23 per cent
of total ton miles of freight. d

-

With very few exceptions, the physical capacity of the total'highway
network is far beyond ies'actual usage. There is congestion at peak hours
on about 25 thopsand miles of rural arteries. But the major jams occur only
at certain times of the year and mainly in the urban areas. The conclusion,
then, is obvious.

We believe that better traffic, anagement and improvements to pablic
transportation actions such as carpooling and excAusive bus lanes -- are
more of a solutiqn than simply pouring concrete and building more highways.
The Federal Government will have to assist the States in the continuous up-
grading and maintenance of the heavily traveled roads but this is.part of
the price for making do with what we have. When President Ford released the
$2 billion in impounded highWay funds in Fedruary, the Department of Trans-
pbrtation was quick o announce that the money would be used mainly to update
and renew existing roack,systems and not for new construction. There is also
a good chance that some 4, the funds will be channeled into mass transit and')
railroads. As for highway-work, the'2 billion will not be at cross-purposes
with the nation's energy conservation goals. Instead; the money will serve
to make the national road system more efficient and safer.

\



Overall, the a-partment of Transportation is totally committed to reduc-
ing automobile.use, specially in the cities. Now, arguing the good and bad
features of the aut...bile has become a national,pasttime. Most of in
this room own ,a--car d it would take an act of celestial displeapre to ever
pry us out of it. B t we cannot gainsarits bad side. 100 million automo-
biles cont ute ly-to.air pollution in our cities, 39 per cent of it.
The auto c nsumes 30 per cent of all liquid petroleum in this country ana we'
have had a taste of how an Arab.oil embargo can jar our dependence.!

Becaus there are s6 many automobiles, a good deal Of our Departmental
time'and e'fort is devoted to their safeb31,4nd environmental improvements and
to great fuel efficiency. But we want very badly to get people out of the
passenger car and onto public transportation. And the problems there are
terrific. Our cities grew up over the past half century.in a haphazard
fashion, with the rush to the suburbs and little thought or planning for
future transportation needs. The resuleis today's "sprawl" -- large out-
lying areas that are served efficient* only by the automobile.

/416

Money has not been the whole answer. Since 1970, the Urban Mass Transit
AZilnisiration's grant program has given ovet $3 billion to over 150. cities
to either buy buses or to build and improve rail systems. Legislation for
mass transit passed the last session of Congress, with Administration backing,
which will provide $11.8 billion over a six-yeir period. Th'e new flow of

money will be put'to the best possible use, of course, but it does not negate
the necessity for better using our existin resources.

We have to encourage the urban areas to perate their transit and high-
-1 way systems more effectively. All of us tend to fall into patterns, and

sometimes they axle the wrong patterns. In many municipal regions of the
country, lack of comprehensive manageMent is a real drawbaCk. Much of the
urban mass transit activity is geared only to the peak-hour capacity. Dur-
ing most of the day, the streets and the transit vehicles are underutilized;
less than 25 per cent of the available transit seatjmiles are actually in
use. In so many cases, new equipment is juLt not needed. And in the big
cities, as the result of high density and abompanying congeltion, the cost
of constructing, and operating transit facilities is very hie." If there is a 4

long.rtern solution, it lies with the urban planner.

We will provide the Federal funds that are both dependable over time

and flexible in use. But it is the non-Feaeral Government mechanisms that
have the authority to make and implement-all relevant urban plans, appropriate
to the size and structure of their areas. With intelligent direction, exist-
ing systems can better serve the public while cutting egpenses. This means
the development of quality bus lines, expanded jitney and taxi service, and
dansible incentives to carpooling. Urban authorities have to institute changes
in the present traffic patterns by fitretching out and reducing rush-hour peaksi
The smart city planners today know their area and its capacity. It istheir
initiatives,which will untangle traffic and move people.

The sick man of the whole transportation industry, of course, is the
railroad system. In recent years, the Federal Government and the Congress
have been deeply involved in trying to save the railroads and in this area,

a
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our efforts are largely curative. Too much damage had been done before

the government stepped in.

The rails have been drifting and going downhill for a quarter of a'

century but their troubles go back much farther than that. Our basic regu-

latory 1)8/nay has changed very little since*1887, when the Interstate Com-

merce Commission was formed.' Railroads had a monapoly'back then, for

passengers and freight. But in that long time span between the 19th .Century
and today, the competitive position of the rails has given way to other modes

-- pipelines, trucks, barges and air. When you garnish that situation.
with corporate mismanagement in many cases, the result is today's railroad

ss.

can rail companies earn net profits as a per cent of equity for

er than one per cent. Many of the companies cannot generate

earning to e needed improvements in tracks, roadbeds and

facil The indu try's share of total intercity freight ton miles and
the average revenue per ton mile are almost at the bottom. The railroads

are also burdened by many miles of uneconomic lines, a financial drain that

adds substantially (o operating costs.

The pressing need is money and Congress has been reluctantly providing

it. Two years ago, the shaky Northeast Railroad System, which serves the
densely populated areerbetween Washington and Boston, received invaluable

assistance. The Hou4e-and Senate recently passed amendments to the Regional
Rail Reorganization Act allocating.$375 millionAto the suffering rail lines.

But with this legislation, the Department of Transportation has also demanded

reform in the antiquated regulatory*process.

We have to strike out the outmoded restrictions that impede the whole

surface transportation, complex. We must permit the lines far more priciplg

flexibility so they. can compete more effectively for traffic, especially whe

they have a-cost advantage. It isonecessary to reduce the excess capacity

in main line track and to eliminate light density lines. In'so.doing, the

railroad firms can then lower per unit operating costs and help to restore'
their awn finances without the need for acontinuous government handout.
Passenger service has to be revitalized for the whole country. And with that

kind of railroad improvement, and regulatory reform, can hold off any

future wreckage like that.of the Penn Central. Agai the idea is to improve

and upgrade the resources we have right now to build a healthy and iable

American rail system.
)

Over a year ago, beginning with,the Arab oil embargo, tome of the air-
lines began sending up'distress signals. The boom years brodght on by jet

aircraft had obviously closed out and U.S. flag international carriers were

r in a serious financial plight. -Pan American, the pioneer in overseas flight,

said it could not operate without subsidies running into,the many millions

, and Trans World also proclaimed itself in trouble.;

One immediate cause of the carriers' financial difficulty, of course,

was the stee and rapid rise in fuel prices since the oil embargo. Another
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was the drop in,pagsenger traffic: More serious and deep-seated were the

problems of the overall international regulatory regime, the competitive
structure, and the practices of some foreign airlines and their governments.

Today, thesituation is a little less dire:- Pan Am first asked for a
Federal bail-out, which was not forthcoming, and then a possible merger

with Trans World. Finally, after months of negotiation, the Ford Adminis-
tration approved a $300 million Iranian investment in Pan Americanad-the
infusion of petrodollarsis certain to alleviate the immediate financial

problem. _

If

Domest4ea1ly,, the air carriers are in pretty good shape. The increased

use of wide-bodied jets, planned improvement in air traffic control systems,

Ell.,0 certain scheduling and operational changes should meetthe projected
;increase in capacity requirements for at least the next decade.° Certain air-

ports do experience much higher levels of use in relation to their capacity,
the three New fork Airports foi. exampl..° But we anticipate few, if any,

major additions to the nation's airport capacity that is, new airports --

during the 1980's. There is always local resistance, to them and also traffic

has to reach very htgh levels before the carriers find it profitable to serve'

more than one airport in a Large metropolitan area: Our major efforts,

physically, will be on increasing the capacity of existing faciliffes, includ,
ing ground passenger handling, and more careful assessment of the roles of

multiple airports in the metropolitan regions. Legally, the government empha-

sis will be bn regulatory reform.

Here again, as with the railroads, civil aviation suffers from a regu-

lation system that is inefficient and costly. Over the coming months, the

Ford Administration will be submitting legislation to "deregulate" the air-

1 4qes. / We seek to remove tile Federal Government control over determiniri'g

the_price of airline tickets, in designating which companies may enter the
airli e business and what routes they may fly. We claim that the Civil Aero-

i

nauti s Board, which was patterned largely on the old ICC, was created to'

promo, e and protect a fledgling industry.%But the airline industry is now

mature and it requires much greater flexibility as an economic force.

Sufficiency is also the word to apply to,6ur 25,00 miles oaf navigable'

riv s, canals and coastal waterways. It appears that most; if not all, of'

the high priority opportunities for developing riversand coastal areas have

been exploited. The capacity of,the present system, except for a

few bottlenecks, is many times its present level of usage. Even traffic on

the St. Lawrence Seaway has been lei ling o5f in recent years, although it's- -

Mill at a record high.

Whatever the mode of travel, the public need figures very strongly in

all of pur planning. I can assure you that our Department is listening to

the transportation consumer. The Office of Consumer Affairs, one of seven

offices under my jurisdiction, is there to transmit the concerns of the

traveling public to the decision-making.process and to suggest remedial

actions. The Office Director is Ann Uccello, a former Mayor of Hartford,

/ Connecticut, and one who, knows civic problems and people first-hand.'

/
? l
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She and her staff have conducted 54 consumer public hearings in 21
States over the past few years. Through individual testimony and responses
to a 29-item-questiohnaire, the Consumer Affairs Office has? in effect,
taken the consensus of thousands of users of the transportation system.

People do want a reduced emphasis on automobile travel and highway con-
struction. They are calling for a better balanced system, with cpnvenient
and efficient mass transportation, intermodal transport centers, and improved
routes and scheduling in bus services.

There is public pressure to break the Highway ,Trusf Fund and create a
general transportation fund. Cnitsumers demand greater citizen participation
at every stage of transportation planning. They are most unhappy with the
present practices in auto repair and guarantees and they want reforms in
auto insurance.

I

Among the most vocal participants in our program hIlye been the handi-
capped and the elderly, many of them representing local or national groups.
They completelyjeject-"separate but equal" facilities and they are insistent
on a public transportation system that is barrier free. We have heard any
number of suggestions for dial-a-ride and jitneys and buses to service the,
elderly and for low cost or free transportation for the poor and"miriorities
in-both the dnncercity and rural areas.

These changes anci innovations in our' transportation complexes are
badly needed. They are an important part of the system of Departmental
goals and policies. And they fit very well into our policy of sufficiency.

We,know now that we.have exploited most of the resources available in
this country. More than just cornerstones, we have &lilt the whole struc-
ture. This is the time for better maintenance of our transportation house
and for home - improvement. We are up to CapacityWmany areas of travel and
transport. But we have fhe foundation now for a national policy that recog-
nizes that the energy sqprces and land use of the United States are finite.

Th main peoblem is not the ab
and pas enger movement. In the nex
of this century, the reak mission o
17elter dagement,doing it well.,
ity, the legendary resourcefulness
I am con ent we will prevail.

A

lity and means o\handle large freight
decade and, in eed, through the rest.
the Department of Transportation is

n this deepening time of national auster-
'ths country will be severely tested.
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FOOD AND;F1BERS
\*"

(WITH'AUD WITHOUT SYNTHETICS FRQ PETROLEUM)
*I

C: p4Ce
"Staff.Direc

Chemical eroup
Phillips-Petroleum Company

Bartlesville,-Oklahoma

Two of man's most,basic human needs are food and clothing. We can't';

meet these needs without the help of petrochemicals., Petrochemicals
are produced from oil and natural gas. With the critical situation
we face of depleting these two finite natural resources, oil, and gas,

it seems particularly timely to recognize the important role petro-.
chemicals play in meeting societies desires and necessities.

Juit to re-eataSlisfl petrochemicals inclu e an array of plastics,

rubber, agricultural chemical.s,'pba aceuticals, bers, solvents 'and

a.host of othq. consumbr products such as detergent and antifreeze.

The' availability bf.Petrochemicals is closely related to our energy
situation since about 947. Of our available oil and natural gas, the
raw materialvfor.petrochemicils,'is used to generate-energy.

. , As we visit, 'I'm going to share Some information with you that
will include a few statistics. I hope. you.wilf jot some of these num-

bers down. I am convinced they are important to us and I hope you
will find they are worth sharing withothers.

Consider, with'me,-the impact of petrochemical synthetics on our
Food and Fibers supply.

What do you think would happen in the areas of food and fibers
if we did away with petrochemical basedsyrithetics? Make some guesses
if you will -- for your use -- jot down what you thirik would happen --
if we did away with petrochemicals: .

(ow many meals would you have to give up each week? W a' costs

are,' valved?

What is the cost of petrochemical fertnizer'per.bushel of corn
produced?
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.HoW about fibers?, How would your lifeStYle be iffettEleif
petrochemical based fibers were eliminated? How man every
ten women's dresses would be given up? How many suits of'every ten k

men's suite would be given up? What are.the costs of petrochemicals'
going into a $125 men's suit. ,. . . '

-,.

1

,

With regard to food -'- if we eliminate synthetic fertilizer,.
manufactured from petroleum -- are you ready to give up 6.3 meals
per week, 322 meals per year? .(That's for eve*. man, woman and'child

. /in this country.)

\ .
.... .

AqUeous Ammonia, Ammonia Nitrate, and Urea are,synthetic fertili-
zers -- /petrochemicals. A conservative computation shows that produc-
tivity from our tillable soil would be reduced 30 percent, if commercial
fertilizers were no longer available. All crop production would decline
30 percent and,,with the exception of fish that would include
principle meats since ref, pork ane poultry are converted plant life.

Synthetic fertil er is surely one of the farmer's greatest
productivity'aids in supplying food foi'our society, allowing us 30
percent more production from out tillable soil.

What, does this productivity aid cost us?. Is it a bargain? Since

so much of our fertilizer is-petrochemical how gre,increasing oil and
natural gas prices affecting us?

Let's use a familiar vegetable, cornn, as A base of reference.
costost of nitrogen fromammonia costs about 12c per bushel of corn

produced. Corn is valued at about $3.50 per bushel. 'So nitrogen for
fertilizer costs about 3% of the selling price and for that, we get
309. more corn,

Incidentally -- in the past.30 months the cost of nitrogen from
Aqueous Ammonia has increased from 8c/bushel to 12c/bushel,or 50% while
corn hgs increased from $12,5 to $3.50 per bushel or 180%.

, .

For 10c per bushel we get 30 percent more corn and petrochemical.
fertilizers assist all consumers in getting maximum use of our-indivi-.,
dual resources.

How about petroleum based synthetic fibers? Recall with me that
nylon, acrylics and polyesters are all converted petroleum produbts,-='
Pgtrochemical synthetics from Oil and gas.

How did you'guesg on giving up petrochemical based fibers?

Were you women ready to give up

8 out of'.10 dresses;
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Additionally are you willing togive up -

7of every 10 sweaters;
:All hosiery;

' Essentially all undergarments;

1. And while we're on wardrohes'and from the non - fiberous

plastics - were you ready to give up nearly all of your
shoes and boots? .

. o

4 Were you men prepared to glve'up -

5 out of 10 suits - plus
1/2 of your shirtS, slacks and coasts
And from 1/3 to 1/2 of your shoes?

In e area of home furnishings would we like to do away with -

91/2 out of every 10 yards of carpet;

8 out of every 10 b.lankets`,

7 out of 10 curtains;
4,60 percent of our drapes and

80 percent of. the upholstery we use?

Synthetic Fibers kid consumers in many ways as,far as helping
maximize, the use of our resources. They are durable, soil resistant,
'wrinkle resistant, and can,be washed and worn. Additionally petro-
chemicals.provide not'only high quaUty fiber products but also provide
very economical raw materials. Just what kind of a bargain are synthetic
fibers? And since they also are petrochemicals -- how are increasing
oil and natural gas prices affecting use in this area?

Using a man's polyester suit as a basis for discussion -
We require about, 21/2 pounds ofDMT and 1 pound `of ethylene
glycol to produce 31/2 pounds of polyester for a suit. The
31/2 pounds of Petrochethicals have increased from $1.16 to
$1.95 in the'past 30 months'and go intoa man's'suit that
cost about-$100 to $150.

.

. _

Synthetit pgtrochemitals again assist the consumer,in maximizing
4ute of his resources. And increasing oil and natural gas prices-have

o
.

a minimal effect on the cost of the finishtd product. '

Even if we wanted to, we can't go back fo natural fibers for our
total needs. Wool is too expensive and we can't raise that many shedp.
Where cotton is,concerned - we can't raise enough to replace synthetics.

. Wait a minute, some will say",_let's just cultivate more land --
use more acreage! With regard'to food let's ferge't fertilizer and put
more,land in food production. And in the%ase of fibers, let's just
raise more cotton.
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In the U,S today we havq about 353'million acres in crop production.
Ten million of that is in cotton, leaving 343 million acres in food pro-
duction. The Department of Agriculture tells us that, if ever thing
goes well, we may be able to add 33 million more acres of till ble soil
by.1980. If we had to replace the productive effect of sYnth tic
fertilizer used in food production with added acreage we would have
add 103, million acres.

To replace our synthetic fibers with cotton -- and without
tili7er -- would require 51 million additional acres of land.

If we combine the additional acreage requires} for food production
without commercial fertilizers and to replace synthetic fibers with
cotton, we would need 154 million additional acresof cropland.

'All of those acres, get a little mind boggling for' me and I really
doef think well in acres. So let's consider, in a different way, the
added land area we would require to produce food and fabrics if we

-didn't have synthetic fertilizer and synthetic fibers.'

Starting from the east coast and using a variety of sizes of
states, replacement would require land area equal to about' that of
Massachusetts, Rhode Island, New York, Pennsylvania, New Jersey, Dela-
ware, Ma6land,West Virginia, Ohio and Kentucky. That's additional
to whatwe already have -- we can't do it.

4

These synthetics., petrochemicals, derived frcm oil and natural
gas_are'related to our current energy situation. *Pr

r

Over 90 percent of our available oil and gas goes into energy
generation. Oil and natural as currently supply about 76 percent of
our total national energy fuel requirements. The Department of Interior
expects oil and gas to supply over 507. of our energy requirement through
the year 2000. We are depleting a finite resource and we're not doing
nearlylenough about providing incentives to search for more oil and

,as nor are we doing enough toward developing alternative sources of
energy so that we may be assured of having adequate supply for a portion
of our energy needs ancl,adequate feedstocks for syntheticsin future
year*s%

We,are using oil at a geometrically increasing rate:, Consider our
. total oil and natural gas use to date. , From the discovery of oil in
1859" all the way,,up through World War I, World War II, and the booming
years of the 50's up to 1960, we used 115 billion barrels of oil in
this country. In the 10 year period of the 60''s we used 110 billion
barrel's of oil -- nearly as;much as in%all,previous history. We would
have used 272 billion barrels of oil in the decade of the 1970's --
more than all previous history again -- but it probably won't be avail-
able.

Significant-new energy sourceb, ones that don't rely on oil and
gas, aren't ktkely before 1985 to 1990.
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Both the petroleum industry and the petrochemical industry are
faced with trying to meet the needs of we consumers, while being con-
tinually discouraged and confronted with more and more legislative

limitations and goveimmental .controls.

It is imperative that we encourage private enterprise to search
for t4e petrochemical feedstocks oil and natural gas, rather than dis-
couraging the search through more government4 limitation, because.
synthetics from petrochemicals are extremely important in meeting a

wide array Of our product needs and desires today.

Petrochemicals are impOrtant in everything from aspirin production
too automobile antifreeze, from milk cartons to aerospace shields, we're

in constant contact with petrochemicals from the time we crawl from
,between those polyester sheets in the morning until we flip off that

plastic light switch at night. Petrochemicals are important in almost

every phase of the lifestyle we've come to want and enjoy in this -

country.

More than just being important in providing' our wishes and desiyei,

petrochemicals are essential' to meeting man's basic needs for food and

clothing.
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ELECTRICITY AND THE CONSUMER --P

IS THE ROMANCE ON THE ROCKS?

'Robert K. Zimmerman
Chairman of the Board and President

( Kansas City Power and Light.

INTRODUCTION
1

0

o

,; 0

0

I want to thank 'you for inviting my, industry to.participate in your
annual meeting. Your council has a reputation for an objective,concerii
about Consumer interests. The awesome impact of inflation and the energy
situation every product and service has emphasized your role to theta
behalf. I he time allotted me, I'm going to share pith you some infor-,
mation about the'problems of the electrid industry as they relate to con-14/6's
sumers, toge her with some of'the conclusions I have reached. As xour'pro-
gram indica es, I'd like to begin by talking about a romance.

I

THE.80-YEAR-OLD ROMANCE

Since they began inauspiciously a century agO, electric utilities have
had a growing romance with consumers. In those early days, the important
use of electricity was to power street cars. Extfa electricity Available ,"
at sunset was sold for ligh.tingt In many dtties, there were 9 o'clock,
10 o'clock, midnight and all-night circuits from Which to choose Payment

often was in advance, eli ating collection problems. In sat City
duringthe 1890's, a kin att flour cost about 20 cents. 7.

Then there came the develivinent of electric appliances, starting with
the flat iron, and electricity was off on its madadIventure with the Ameri-
can consumer. The goal was the ultimate development of the good life,
which at least in part has been achieved. Today, more than 250. time and
labor- saving appliances are available, which have freed the household from
a never-ending list of chores ,

At the same time, a boA just as strong Was develpping between elec-
tricity and commerce and i dustry. Electricity becameithe growth vitamin
for the continuing industr al revolution, establishing jobs, increasing
productivity, and -- throe h improved efficiency -- making both the neces-
sities of life and many 4 the luxuries available to almoSt everyone.
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The romance,waS also good forthe electric utility industry. Expand-

ing usage resulted in an incredible growth rate, which doubled our,custamers'
kilowatt hour requiiements every 10 yeari. This made,possible the develop-
ment of efficiencies in production, transmission and distribtuion of power
to people. The fixed charges of, taxes, depreciation and interest on borrow-

" ea capital could be spread over more kilowatt hours. The 20 cents, wh h

the average residential consumer paid for a kilowatt hour,ay the turn cjf

the century, heIrdrop,Redto 2.S cents by 1970. The industry was able to
accomplish this while absorbing the growing impact of inflation following
the wars, which more than doubled the price of many other products and
services,

At the:Same time, a steady,, modest growth in earnings made utilities
attractive to investors in bonds, and stocks, which have provided about%
60 per cent.of the capital investment for utility expansion. Capital re-
.ruirements have been_substantial% The off-shoot of the traction firms
has grown to become the nation's most capital intensive industry, accounting
for some 13 per cent of total capital,investment. Between $4 and $5
of investment are required for every $1 of revenue received. This is
about five to 10 tithes the ratio of most basic industries.

THE MELLOWINGRORPINCE HAS LOST ITS BLOOM

The romance between electricity and consumers appeared to be on solid
ground. Usage had 'climbed in 1970 to the point where it was about six
tied 1945 levels with an average kilowatt hour cost of 30'per cent less.
While bills were higher, unit cost had decreased.

In the last five years, the picttre has changed dramatically. Fuel
costs have soared. The financial community iSdisenchanted. Regulatory
commissions are being'harrassed. Consumption was flat in 1974 for the,first
time since the 30's. Power bills are higher than ever. Consumers are

0 reeling and revolting. In short, things are in what can only be described
as "a meas."

INFLATION IS MAIN PROBLEM
7

0 'What happened to undermine one of the nation's strongest and most
vital industries? The answer is complicated, but generally involves the
combined-impact of inflation, the fuel situations the cost of meeting
environmental rules,. and regulatory lag.

0

No longer a term of vague economic jargon, "inflation' has come to
have a personal meaning for every American consumer. The rate of infla-
tioncontinues,well into the double -digit range, and has emerged as our

4 nation's most.serious problem. It has had a "double - barreled" effect on

the capital intensive power industry, causing both significant increases
in construction and operating costs and record-high costs of bOirowed
money.
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Let me-turn to my awn company,for an example. The common industry

yardstick fot' measuring the cost of building power plants is the coat per
kilowatt installed. We completed a plant in 1969 at an installed cost of

$111/kilowatt. Thy comparable cost of a plant which went on line four
years later in 1973 was about twice the 1969 figure. On the same, basis,

projected costs of future plants indicate ratios of three times by 1977,
four times by 1980, and the installed cost of a plant proposed for 1982
will be eight times the 1969 figure.

ACCELERATING FUEL COSTS

. Problems of fuel cost and availability are equally pressing. Elec-

tric utilitiels consumed large quantities of fuel necessary to create the
hoat energy to boikthe water. . . to make the steam. . . which turns the
turbines and generators of the large, base load Power plants from whidh
most Americanareceive'their electricity. Some three-foufths of the indus-
try's production. capability is fired by fossil fuels, that is either oil,

natural gas or coal. For many years, these.fuels were available under
extended contracts at modestly increasing prices. However, inflation, the
Arab oil embargo and resulting energy crisis have changed all that.

In the last three years, the price of fuel oil has quadrupled, natural
gas -- if available -- had doubled, and the delivered cost of coal pur-
chased under long-term contracts has risen about 50 per cent. Furthermore,

the price of spot - purchased coal has increased in some cases to a level

near that of fuel oil.

Some utilities have always'used oil for basic fuel. Others, parti-
cularly those along the east* seaboard, converted coal-fired boilers to
oil and added more oil-burni4 capacity when environmental restrictions
prevented the burning of coals available in that region. In some cases
where consumers are served mainly from oil-fired power systems, skyrocket-
ing fuel costs have doubled electric service bills.

Regulatory agencies of 32 states Dave authorized increased fuel
costs to be passdd on directly to all customers, according to the number
of.kilowatt hours consumed. While the fasVadjustments enable consumers to
pay their fair share of fuel price increases, the sizeable fair share
involved is causiiis stormy discontent. However, without fuel adjustment
clauses many utilikies in all likelihood would be bankrupt. ,

THE HIGH COST OF CLEAN AIR

The consumer is also learning that the nation's en ronmental goals are
having an impact on the Price, of products and services. potential cost
of meeting environmental rules and regulations by the electri industry is

only now being revealed. The real issue today is not whether e will have
clean air and water -- those decisions have already been made - but the
issue is rather how and at what costs, social and economic, we will accom-

. plish it.

;
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The electric industry-belielM that consumes have a real stake in

amendments to.the Clean Air Act of 1970, soon'toibe considered by Congress.
Impending decisions will directly affect the price people pay for electricity,.

as well as the amount of electricity available to meet future needs. II

One issue involves the establishmtnt of national emission limitations

for sulfur dioxide, an invisible, gaseous pollutant released when coal, and

some 'kinds of oil are burned. Sulfur dioxide is a problem only in portions

of some Metropolitan areas. To establish limitations for application
nationwide, including areas which meet the ambient air standards set by

the Environmental Protection Agency to protect human health and welfare,
would require the needless expense of billions of dollars.

The EPA estimates that the use d scrubbers, that is, devices which

> remove particulate and sulfur by washing boiler flue gases;_on coal burning
electric generating plants will increase the cost of electricity to the,

consumer by 17 per cent. Senator James A. McClure, a member of the Senate
,Subcommittee on EnVironmenial Pollution, predicts a 20 to 30 per cent increase.

Continuing inflation copd make both estimates low.
. ri.

Based on EPA fo?ecasts of generating capacity requiring sulfur removal

1
equipment, by 1980 electric utilities will be required to spend about $7.5

billion for scrubbers. The additional investment for precipitators to

\\

con*ol particulates and monitoring coRld raise the total cost of these
requirements to $10 billion. .Not inclbded in these costs are the premiums

for low sulfur fuels, the cost of controlling the oxides of nitrogen, and

the increased operating and maintenance costs necessary to keep the equip-

ment working. Nor de they include the cost of the additional 12 million
tons of coal needed annually to provide the power to operate the scrubbers,

or the 4 to 7 percent capacity derations from which that power will come.

1..,,,,.

Amendments to the Clean Air Act supported by the industry will achieve

the,nation's environmental goals, but will save consumers at least $5 bil-

lion, in the procesi. We are stressing a re-evaluation of air quality stan-

dards to assure they are not set beyond what is actually required to Pro-

tect public health and welfare. Essential is a 10-year extension for en-

forcement of sulfur emission standards to permit research into the many un-

answered questions about sulfation. The use of load shifting, intermittent

control stragegies and tall stacks should be viewed as a continuing option

for meeting ambient air quality standards in the most economical way.

In the water quality area, assurance is required that standards will

be established on the basis of what is really needed to protect the environ-

ment in the vicinity of a given power plant.

In general, cost /benefit considerations must be taken into account in

establishing both air and water quality standards; with a plant-by-plant

evaluation of necessary pollution control' measures. National standards

applied without regard for local situations probably would be much easier

to enforce. However, in view of the nation's economic situation, a more

- realistic approach suggests we should do those things we can afford which

makes sense.
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This isn't to suggest scrubbers should be abandoned. Sam 93 scrubbers
are now in operati,on, under construction or being planned by 39 utilities.'
My company has taken a lead in the development of scrubber technology. At
our La Cygne generating station, we have been operating the most extensive
air quality control system ever installed on an electric power plant at a

cost to date of $45 million, We estimate that an-additional investment over
the next two years of $0 Manion will be required to bring the seven
scrubber modules to the desired level of design control capability at that
plant.

Our decision to install scrubbers at this location was made because it
was the only feasible solution to utilizing low -cost high-sulfur coals that
were available frqm adjacent surface mires. While we think the decision was
a good one for this location, the high cost of this technology suggests
that it should be employed only where necessary.'

STRINGENT MINING LAWS

Also destined to have a serious impact on electric service bil1.3 will
be the upcoming strip mining legislation, which early in March passed both
housqs of Congress in slightly different versions by overwhelming margins.
Among the broad provisions of these bills are new curbs on how and where'
land can be surface mined, including a requirement that land be restored to
its approximate original contours, and allowing surface owners to veto strip
mining by those owning the mineral rights. The proposed law would tax sur-
face-mined coal 35 cents a ton and deep-mined coal 25 cents a ton to help
pay for the reclamation of abandoned mining operations. The National Coal
Association, which opposes the bills; told the press that added expenses
caused by provisions in the bills, could raise the mined price of coal by
$2.50 a ton.

Perhaps of greater concern than this substantial increase is the fact
that the law will probably prevent the minimofmillibns of tons of coal
at a time when our nation needs it most. While no one would quarrel with
the need for responsible reclamation laws, the suniecemining bills in their
present form -- with more stringent provisions than those in the bill which
the President vetoed last year -- are a move in.the wrong direction. .Con-
sidering the moodof Congress, the bill which emerges from the conference
committee will be stringent, and will probably become law.

The United States has far more cog. thadthe world oil and natural
gas reserves combined. 'The knoWn U. S. supply is estimated at between 300
and 500 years. However, environmental regulations prevent the burning of

.:an estimated 80 per cent of this coal. The strip minlag,bill will further
reduce the usable reserves. f .

REGULATORY LAG

I mentioned regulatory lag as a serious problem. This is a term used
to describe tne time delay between theapplication for a rate increase and
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the final decision.by regulatory authorities. Private utility companies
are regulated by state agencies, which operate under the authority of
.statutes originally adopted 50 to 60'years ago. The process worked well
up until recently when it has become apparent that it is not geared for
the 'emergency of these times.

Rate increase applications are handled in various ways according to
procedures following statutory requirements. But, in general such appli7/'
cations seek a stipulated rate of return on an historical rate base --
t4e.total investment in plant and facilities dedicated to rendering ser-
vice to customers during a test year -- a time period preceding the rate
application.

- The process involved in evaluating an application usually includes a
) complete audit of the test )kpar expenses by the state agency adequate

accommodation for the testimony of the public and intervenors, and both
public and formal hearings. At the formal hearings, testimony of the
agency staff,_ concerning the audit, the company and all j.ntervenors is ,

heard by the regulatory commission, complete with cross examination of
witnesses in a court-like atmosphere. The process for rendering a decision
often.takes from six months to more than a year. ...,

/

The unprecedented inflationary pressure since 1970 and regulatory lag
/

have combined to wipe out a large portion of the increases authorized. This
has placed utilities inithe awkward position of increasing the'frequenty
of rate xequrests in an effort to earn the rates of return authorized by
the state. Trinslated another way, inxecent years, many rate increases
have been too little, and even when substantial rate relief has been granted
it has often been too late. Consequently, even though electric bills have
climbed,in the ldst two years, the actual cost e service rendered has, not
been net.

)'
. ,,.

. .

These factors haVe-placed the regulatory authorities in the difficult
position of maintaining the balance between p:insitmer interest and the

firms

finan-

cial integrity of the rns they regulate. e recent improvement has
been made in the time d4ilay. Some commissions re permitting a forward-
looking test year based, Im.part, or projected r sults. However, more
creative ways of 4cceleratii* the evaluation processlwill have to be adopted
while at the same time protecting the publiC interest. .

CONSERVATION

Further compounding the situation has been the reduction in usage by
customers. This has been partly due to national appeals for conservation
of energy, but the economic recession and price elasticity hay alsb con,-

. tributed. Kilow'Att hour sales by the industry declined siigI in 1974

from the prior year. However, while generaF usage was down, in most cases
demand during peak periods was not. -Last summer, the customers served by
my company set six, all-time peak deMand records. The finalrecord was
actually slightly higher than pre-cnnservation estithales.

A
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The reduced general usage has caused a slight increaseVIn rates for
the same reasons that increased usage resulted in a redyction to rates
over the last seven decades. The fixed charges of taxeb, depreciation
and interest cost have to be spwad over fewer kilowatt hour sales. The
thought of being penalized for conserving, rather than rewarded, was dis-
turbing to most consumers. However, the net savings from cutting waste
will always be more than any conservation adjustment to rates.

° THE CURRENT PREDICAMENT

With some risk of over simplifying a complicated series of events,
this review of major problems brings us to the current predicament. We
have moved very rapidly from a long and uninterrupted eraof cheap energy
to a time of more expensive energy. The necessary adjustment to this eco-
nomic fact of life is bound to have a serious impact on society. However,
of far more serious concern than the question of price is the question
of reliability and availability. Some experts believe the conditions are
already set in motion which will result in brownouts and blickouts in
some parts of the nation within the next four years. Prospects for elec-
tric power supply over the next 10 to 15 years appear equally questionable.
The problem mainly relates to money.

The capital intensive electric industry has only two basic sources
for expansion funds: internally generated cash and the outside investor,
Traditionally, about 40 percent of capital requirements are generated
internally. This capability is being undermined by the reduction in earnings
experienced by many companies. The remaining source, including purchasers
of bonds and co,mmon and preferred stocks, depends upon a stable market
and investor confidence.

Current interest rates on the open market for long-term first mort-
gage bonds of mpy utility companies have been in the 11 to 13 percent
range. Some preferred stock issues have had dividend rates as high as 14
per cen ..ril, Consolidated Edison of New York omitted a quarterly
diva d to COMM hareholders, the first such action by a major utility.

happened as a result was a devastating blow to the entire industry.
Within six months,the common stocks of electric companies-listed on the
New York Stock Exchange, which had been in a gradual decline for several
years, had lost an estimated value of $100 billion from a decade earlier.
Consequently, today most, electric utilities' common stocks are ,selling
below their look values, some 60 per cent or less.

CONSTRUCTION CURTAILMENTS *.

This kind of financia atmosphere, coupled with'the reaction to higher
rates and doubts about being ble to generate the revenue1 necessary to
support capital expansion, has caused every electric company to re-evaluate
future construction programs. Within the last year, 100 major electric
companies have deferred or postponed indefinitely power production. units
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with a combined capacity of 170,000 megawatts. Some 110,000 megawatts of
this was nuclear generation. The nuclear units havd a higher capital cost,
:)tit much lower operating cost apc1 are directly related to national goals

'for reaching energy independence. If completed, these nuclear units would!
reduce the demand for fuel oil by-an estimated 3.3. million barrels of oil
a day., or the equivalent of about 300 per cent of current Middle East im-
ports.

For the short range,the deferments.of base-load capacity are causing
many companies to resort to the alternative of Adding oil-fired peaking
turbines. Such units can be installed for about one-fourth the cost of
coal-burning units. Their disadvantage is much higher fuel cost and the
use of a fuel which is in short supply..

While consumption* was flat in 1974, current reports indicate that
growth has resumed and will continue in the 4 to 6 per cent range for the
next few years. These estimates do not provide for the impact of fuel .*N
switching by consumers to electricity.

4s,

THE LONG RANGE '

For the.long range, a limiting of base load capacity will mean higher
consumer prices. Some are saying the only solution is socialization of the
power industry. This is a natural first reaction, as if a complete govern-
ment take-over would in some magical way eliminate all of the forces con-
tributing to the situation. Ironically, at the same time, some customers
of municipal systems beset by the same problems are approaching private
companiet to take over the public systems. It is also interesting to note
that in the last eight years, the residential rates for power supplied by
the Tennessee Valley Authority have increased twice as fast as the camper-

.

able rates of private compaRies.

Should a government take-ovek be seriously considered, one wonders if
the government could afford the cost, coupled with the loss of tax revenues.
Currdtly, about 22 per cent of the revenues of electric companies is paid

Ag
in taxes to various taxing authorities. o

Considerable study is being given to the problems of the elctric indus-
try by the government. There is reason to believe that the Administration
and Congress are committed to the concept of a financially healthy investor-
awned electric utility industry. Title VII of the Administration's Enqgy
Independence Act deals mainly with encouragement to state regulatory bollieir
to improve regulation,,by elithinating undue regulatory lag, allowing fuOla.
clauses, permitting the inclusion of construction- work -in- progress in the

rate base, allowing off-peak pricing, and eliminating prohibitions against
the usq of normalization In accounting.

* .

In the recently signed tax bill, the investment tax credit for utilities
was raised from 4 per Cent to 10 per cent, and in other legislation consi,'
deration is being givpn tb a proposal for a,tax 'deduction to the L.orporite

issuer of^preferked stalbk dividends.
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The single most effective measure to stimulate i estor interest in
the indUsti";would be tax exemptions for the recipien of dividends on
electric utility common stock and new issues of pref red stock. The.indus-
try :,as proposed both 'of these plans to the Administ ations and Congress.

RELIABILITY VERSUS RETRENCHMENT

At basic issue in the entire situation is a,r
source of electricity supply for the future. The
the United States, which serve about 80 per cent
have had a remarkable past record of reliable se
have the uncomfortable, yet welcome option of ret
most enterprise. Utilities.have an obligation to
their service areas. 'Regulatory agencies have a
tablish service rates permitting financial Integr

Consumers have an obligation to pay for the servic
finally, gove ent has an obligation to establi
the system to function.

liable and dependable
lectric companies of

f our nation's consumers,
ice. Utilities do not
enchment available to
serve the customer within
egal obligation to es-

tY to be maintained.
they demand. And'
a, balance that enables

Perhaps 'balance" is the key word. The solutions to inflatiOn will
come 'only after long, arduous and reative effort, and will require sacri-
fices from every citizen. In this regard, the first step is the attainment
of energy independence, which will stop the outflow o cash for oil. Strip

.

mining constraints and the drive for environmental al anup have to be
balanced in accord with the higher priority.

The role of nuclear power is also vital t(51 energy freedom.. It can
also solve most of the intc4olediate electrici
consumers of the lowest coWenergy. The ele
mended the establishment of a national energy
nation's energy policies. We hope the new E
meet this end. Through whatever avenue it c
must be taken to maximize the use of coal a'

supply problems and assure
tric industry long reeom-
council to coordinate the
ergy Resources Council can
n be done, however, action
d nuclear, fuels, so -that oil

and natural'gas can be conserved for those purposes for which they are
uniquely suited. And somehow the means must be found for expediting pro-,
cedures at all levels of government for re ching decisions on energy
facilities. Implicit in this are impory nts in administrative, regula-
tory and judicial processes involved in n clear plant appro'als.

For the longer term, research add d elopment'has a major role in as-
suring a sound energy future for the nat on. Two 3iears,ago the Electric
Power Research Institute was established at Paola Alto, California, to
conduct a privately financed,coordinat program for the development of
new technology. EPRI's work camplgment the fUndamental research programs
of the Federal government, as we pursue the development of-a_wide range of
energy sources -- solar, geothermal, fuel cells, wind power, magnetohydro-
dynamics, and fusion. Technological breakthroughs, are needed if any of
these promising sources can be developed before the turn of the century,
or longer.
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0:47

IS THE ROMANCE ON THE ROCKS?

For the most part, I've painted a dark picture for most of you in MY

jremarks this afternoon. Not to have done so would have been less than

honest. I do not personally believe,that the long-standing romance between
the electric industry and consumers is on the rooks. We'ye seen some rough

times, and perhaps more difficult times may be ahead. While the days of

cheap power are over if we are permitted to do our job,'we will continue

to deliver reliable power at relatively loW cost.

Reaching that point, however, is going to place a special burden on
consumers, and thos,e like yourselves who lead consumer opinion:

A large part of the.problem can be attributed to the industry's failure
to communicate effectively its situation to,consumers. We are taking steps

to remedy this. And rising power.bills may guarantee a listeniWaudience.

Government is in the business of making societal decisions, which
require input from an informed electorate. In thep-Sst, I sense many of .

'the decisions have been made without much input from the people who even-

tually pay the bill. In this regard, we usually obtain the kind of govern-

ment we deserve.
*

Just as the electric industry is going to try, to dO a better job of

communicating, I hope consumers will do he.r best to become informed on

the complicated issues involved in e4lergx. The decisions now being made

are so crucial to the economic well being of our nation and our families,

it is imperative that, they require,theidputfrom an informed majority.

2

Thank you again for your invitati6 and your kind attention.

c.
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THE CONSUMER MOVE I.2 NT IN

THE ENERGY C SI

Lee Richards , DBA
Professor of M rketing

Louisiana State niversity \.

Baton Rquge 70803

ecial Note 1975

."This paper may be pertinent President Ford's "announced opaosi7'

tion'to the Agency.for Consft Advocacy Bill (S.200). It demon-'

strates some of the shortcomi :s of the non-statutory consumer

Office As a means of,making -aningful consumer input into Fed-

eralAgency decision making.

r.

r'

Attention should be given the propos.tion that the consumer movement
should effectively represent .consuMer interests in energy policy in the

, public forum. The'social/purpose.of consumerism includes this funqtion,

. known in the credo of consumer advocates as the right tit, be heard.'

Definitions

AneIaluation of the consumer movement's achievements in influencing
U.S. Government energy policy requires some standardization of terms. The

consumer movement is defined,asa loose 4oalition of 75-100 private, non -

profit orginizations who are generally regarded as representative§ of Consumers
througll'an assortment of methods and techniques in publicsexenas. Most have

no staff.
.

. Energy policy...is the general thrust and direction of programs of the
Federal Government of the U.S., in dealing,With the production., importatiod,
pricing, marketing, and social and economic impacts of fossil fuels, other

primary energy sources, and electriOpower. Not 41 aspects of energy can
be said to be the subject of Federal policies.

V
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The energy crisis is the popularized, term relating to U.S. energy sup-
,

ply and price problems resulting primarily from the, Arab embargo of U.S
oil imports from October 1973 to March 1974. The'natural gas shortage, a
purely domestic supply problem is alsoj.ncluded in the popular,use of this
term, as are related developments in substitute fuels (coal, uranium) and
electricity, the derived form of energy produced fran numerous primary
fuels.

The Energy Crisis ,

"' .? .

ways.The energy crisis, its
t

causes,and results, is perceiVed inmany .

.Perceptions and realities often hive parents from different.tribes, and thus
it is highly instructive to examine Conventional wisdom. Itrthe midst of.

crisis, there is little reaconsensus on the essential nature Of the U.S.
energy problems of 103-75.

The following statements represent the kinds of expressions, sometimes
verified and sometimes not, that are often associated mlth the energy crisis:

1. Jersey Central Power & Light electric rates rose to 3.27c KWH
from 1.59c KWH between JtMe 1973 to December 1974. This is a
1057. increase in 18 mons.3

2. Electric and gas utility bills Lose $9.6 billion n 1974 while
power consumption rose 17. and gas dropped 4%. ,Tw9 thirds of those
increases were due to higher (energy) fuel costs.4.

axing.lines :et gas stations during'only a few weeks in 1974 threat-
-ened social chaos. Consumer frusCiakionw in turn ldd to gas
station shootings, panic buying, and the near collapse og auto-,
mobile tourist-dependent industries and-local economies.'

3 \
4. Some poorer people were acknowledged-to have stopped buying

heating oil at its much higher prices -in midwinter.19?3-74 and
1974-75 compared to prices through 1972-73.

A

5. Electrical heat for houses of moderate iripoine people resulted

in $200 monthly electric bills in winter periods of 1973-74 and
1974-75.

Alr

4

6. Prospects,of major unemployment problems in a year or two were
in sight due to natural gas shortages and the lower supply priority
for majors industrial gai customers.

4.

7. The prospect Of controversial nuclear poWer s a major, s lution

to fossil fuel shortages has become increas ngly,real in h'

electric power, industry. .

k *

8. Arab sheiks were accused of c6nspir4cy: AN.

V
9. An unspecified oil company conspiracy to increase profits his

been suggested more than once as a major cause Of the crisis. 6
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10. The Fedei-al Government's 4hionf for dealing with the crisis

such as through gasoline rationing' or 40e per gallon taxes on

gasoline were often regarded as worse than.the problems they

were designed to solve.

All of these whys of describing the phenomena of the energy crisis are

a familiar genre. The crisis is many things, bpt the results of it are iiri-

marily consumer issues. The ultimate purpose of all U.S. economic activity

(and thus the U.S. use of energy resources) is largely to..deliver a material

standard of living for 212 million people. '

Energy problems then are primarily consumer problems. Energy may cost

too ranch. Energy's use affects the physical environment and public health.

Energy-may be short in the fo s of the particular fuels the nation wants.

Energy costs and supplies infl ence life styles and standards of living.

One itereof national consensus to date is that the problems of energy_

are so important and complex that t1N Federal Government should decide how

the issues are going to be resolved.' The basic choices aren't clear yet,

but in spite of the confusipn, the President and the Congress appear head-

ed'toward some major decisions within a sWbrt time -- during 1975 fbr certain.

The laws that emerge may hurt consumers or help consumers, but as in the case
1/ of the recently revised oil depletion allowance, Conress may act on energy

without really debating the consumer side of energy issues very much at al1.8

How should Congress move on the many issues'? Should government impose

new regulations in some areas? Should we rely on market forces and get gov-

ernment out of supply allocations and price setting in oil and gas parti-

cularly? These are matters of enormous imeortance for the consumer public.

The consumer interest is clear in this scenario, but consumer represen-

tation to date has been rather ineffective where it has'been present at all.

The Historical Record

A short history of events since late 1973 underscdres the difficult s

of providing cdhsumer input into energy policy.

/mot' Prior to the Arab Embargo, consumer interest in energy policy was, to

be indelicate, absent. The conditions that made the U.S vulnerable to

shortages imposed by the embargo in October 1973 and then vulnerable again

to the prices imposed by OPEC in Decembtr 1973 have long been developing..

Ve."'-rfunent tooiad done little up to that point. Industry, from oil companieu

to electric utilities, and a few miscellaneous researchers hal shown a nodding

recognition of the growing strains oft domestic energy suWies, but nobody

had yelled "crisis" with force enough to generate ction.

A researcher may want to count column inch s of news print from mid-1972

to Fall 1973. While there was much press cover4ge of.oil in this period and

President Nixon appointed,the "minor energy czars," there was no meaningful

interest in energy expressed by consumer leaders. This time was before the

OPEC countries\applied the principles of competition learned from the Ameri-

can Business Schools they had aftendedl° and the international oil companies
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they then hosted. Those "minor czars," now all but forgotten, were General
Lincoln and Governor Love, both totally absent from the national limelight
in 1975. I

The history of consumer movement involvement in energy since Fall, 1973,
however, is a history of the Federal Energy Administ tion and the "major

czars."11

The Federal Energy Office was created on December 4 1973 to implement
the Emergency Petroleum Allocation Act of November 27, 1573. Congress, un-
realistically, mandated,that the President establish an allocation program
for crude oil and petroleum products by December 27, 1973, but, no agency or
even a core organizational unit of an agency existed to publ ih the required
regulations and to implement such a nationwide system.

Phase I - Beginnings

There was no consumer office in the Federal Government capable of
assuring even a modicum of consumer involvement in the crash development of
the new allocation system in 1973. Nonetheless, the HEW Office of Consumer
Affairs,12 the government's small, but resourceful, consumer advocate unki,
selected 23 of 23 of the original members of, the FEO's Consumer Advisory

Committee. This committee, since its inception, headed by Lee White,13 for-

Ter chairperson of the Federal Power Commission, quickly became the focus of
he consumer movement's attempts to influence federal energy policy.

Phase II - Frustration

The early meetings of the Consumer Advisory Committee to FEO in Decem-
ber and January were non-eventful in ;V.te afthe whirlwind events of the
embargo, the allocatinn.program, and rising prices. The impact ag, the crisis'

became more evident in February, and some committee members' complained pub-
.

licly about'their percfrived ineffectiveness.

,

No other formal consumer input of a significant nature into energy policy
developed within the Federal government Prior to thg'creation of an Office of
Consumer Affairs in..FEd on March 13,'1974.14 The new consumersoffiCe was the. %

subject of significant fanfare, an attempt to dfspel feelings of consumer

--, leaders that FEO did not care about consumers.

Phase III - Institutionalization

The new consumer ffice, headed by the author, was the subject of gener-

ally rave public star ments. The FEO's press release of Mprch 13, 1974 partly

quoted Wil,li.am Simon Administrator,

Of
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"The consumer will have an'even more active role in the formu-
lation of agency policy and operational activities," Simon said.

"The new office will initiate research on Consumer issues through

inde ndent and FEO sources, as well as act as a watchdog on consumer

into' gists.

e new office will work with FEO's regional and state offices, as

to

as with other Federal AgeAcies and State and LoCal governments
to ensuie cooperation and effectiveness.

". . the new office will partiCipate in FEO's issue meeting0 and
other proceedings to help decide agency policy and direction."

The Consumer Federation of America said i1 a press release on the same

day March 15, that,it "applauds the Federal Energy Office for its formation

of n Office of Consumer Affairs."

Ralpb Nader in the New York T imes, March 14, 104, was mo re skeptical,

6

"Mr. Simon has been criticized in some quarters for having 58 former
oil Odnstry employees on his staff. In contrast he has not appointed

any of, the recognized public interest specialists in the energy field

to his office."

Evidently anticipating the appeintWent-of Mr. Richardson, Mr. Nader
said, :,'Another person.from Virginia Knauer's office will pot suffice
to'counterbalance the heavy weight of oil industry representatives you

have now employed."
d / ,

The development'of an FEO consumer office was not the ultimate achieve-

ment of consumer activism on energy matte4s. The Citiiens Energy Conference
in\mid-February in Washington was largely attended by persons not remotely #

part of the consumer movement. The spectrum of public interest groups in=
eluded urban, environmental, ethnic, poverty, and assorted others except for
the traditional consumer groups. The conference had no subsequent reincar74
nations, but instead indicated that much,of the consumer concern with energy

.economiCs'aa politics was outside the consumer movement.
.

. The life span of the FEO/FEA'consume office was not particularly event-
While it waged 'a quiet war witlifnIFE under Administrator John Sawhill,

roduced no visible chinges in,policY. In carryingl'iOut,an assignment to

lyze substantive consumer issues, it fprwarded memos on yarious subjects
that were not made part of the public record. ,

ful

it

an

N4.

The relationship of the consumer office to the consume r movement was
perhaps typical of ,the covert relationships of consumer office staffs in the
Nixon Administration with thgwoublic.. Informally, theidialogueyas_active,
but internally the consumer ices had to demonstraelagency'lciyalty to

Administratioin policy._ The official public,statemen'ts of the"FE0 consumer
staff fell somewhere in between their expressions in informal dialogue and

'-their internal agency stances. 'The system works well in spite of 'the sleight

.

Xf hand in various dialogues because consdmer office :staff, is rarely so pub-

icly visible.that it is called upon to be cOnsis4nt with all of its inter-
nai and external publics.

o



Tne consumer movement, especially members of the Consumer AdvLsory
C mmittee, FEO, in effect had created a consumer office through public
ressure. The office mas to represent consumers, including the Consumer
dvisory Committee, in policymaking. Essentially, the process of working

with the public had the following characteristics:

1. The traditional consumer,movement organizations had little direct
impact on the positions advocated internally by the consumer
office. The., indirect influence consi4ted primarily of the fact
that the fundamental ideology of the movement and office staff
were the same. The movement did not have a program Co explicity
.alvocate to FEO and consequently did not prove useful in develop-

.°
ing the technical rationale of defensible positions for the con-
sumer office's internal bureaucratic advocacy activities.I5

2. The office.obtafned assistance from general interest. citizens
groups other than consumer. The ;rarietyof these groups is self -
evident from their titles alone16 and included substantive iSsue-
oriented

.-(1

oriented individuals and groups as well as persons concerned
..]4 with-government procedures in the dealing with the public. 1

Part of the concern of public interest, including consumer groups in
this phase of the enrgy crisis' was oriented to the access and procedural
problems With FEA and immediate consumer welfare issues. The conAmer wel
fare aspects included the suddenly higher cost of electric power for cus-
tomers fF electric systems dependent on oil -fired generation, the rising
costs of heating oil and propane, and the price of gasoline for,commuters
among Others. The welfare focus differs significantly Trom attempts to in-
fluence general policy-making in that it is directed toward alleviating the
impact of past policy decisions and market conditions. The,policymaker
increases prices. The welfare analyst proposes fuel stamps, tax rebates, and
emergency set-asides of cheap fuel to help those persons partiCularly dis
jadvantaged by the policy that origidUllY increased the prides in the market.I8

The procedural issues that commanded so much of the attention of consumer
and public interest groups were multifaceted, Many of the _incidents were
reported in the press in an effort to discredit the government's integrity
and raise the spectre of conspiracies against the public interest. While the
government's credibility often was justifiably criticized, one of the un-
desirable effects tif such highly visible. ttacks on tW "Devils", in Washing-
ton was to cause the public to think the energy crisis would be largely
soluable4f'the crooks.were just purged. The rising profits of oil compan-
ies, Watergate problems of President Nixon, rumors of withheld supplies of
oil, numbers of former oil executives working within the Federal Energy

Administra ion19'and other influences certainly were suspect in the public.
view.

Congressional and press interest tended to parallel the themes of con-
sumer.welfare and bureaucratic deafness to the public interest. Few report-
ers, Congressional staffers, and members of Congrat exhibited much famili-
arity with the complexities of spbstantive'energy policy issues.2°
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Phase IV - 'Fallins Out

The Offic of Consumer Affairs was mergedOwith the long dormant FEA

Office of.Special Impact in mid-August, 1974. The August controversy sur-.'

rounding the former consumer office was'acute and conflicting pressures on
the new office from the Administrator of FEA as well as the public,' press,

and consumer groups have influenced the directions of the new office. Large-

ly, the Office of Consumer Affairs and Special Impact (OCASI) withdrew front,

liasion from consu r and public interest'groups in favor of a self-directed

program of its priorities. OCASI has probably achieved more tangible

and measurable res CA did by this new course. 21

4

OCASI's mission became further obscured by changes of Presidents and
the rapidly disktegrating influence and exit of FEA Administrator Sawhill

as Energy Czar." OCASI inherited the administrative responsibilities of

OCA for the Consumer Advisory Committee (redubbed with the easily forget-

,'
table name of Consumer Affairs and Special Impapt Advisory Committee --

CASIAC!) The consumer committee has since largely'repeated the frustrations

of the early history of winter 1973-4 in the form of numerous unrewarded
resolutions demanding it be taken seriously.23

No other institution outside FEA have 'replaced dropout OCASI as the

government, consumer energy ear nor have the public interest groups interested

in energy changed their composition or thrust as the voices of the citizenry.

The interface of consumerism and goxlernment energy policy has largely stabiliz-

ed at a near historic low ebb. 4

History's Lessons

The current status of the consumer movement in the energy crisis is a

subject, for theologians more than social scientists. The consumer movement

is present more in spirit than in body.
a

The high points of the situation are worth mentioning, however, because

'there isn't a total vacuum.

I. "A Citizens Ellirgy Platform covering nuclear, environmental,
problems of ahorities and a diverse package of issues has
been put together by a Witshington-based coalifioh of activ-

, ists, mostly not .traditiona//consumer groups.24

2. The Consumer Federation of America has been notably active

on natural gas deregulation. It favors continued'price

ceilings.

3. The National Consumers Congress has begun reporting its

views on energy in a substantial way through its newsletter.

4. Se,4eral lawsuits involving theConsumer Federation of
America (CFA), Consumers Union and others on subjects such

. as two -tier pricing, propane overcharges, and the Fed-

eral Power Commission's emergency gas sales have been siv'-

.nificant and sometimes'successful.25
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5. There has been a groundswell of state and local groups

interested in electric utilities -- rate qUestions and'
nuclear plants in particular -- who Are not connected
with the consumer movement's national organizations.,

The consumer movement has aptly demonstrated its sever 1 key recurring
problems in energy since 1973.. First, it doesn't ,have a r cognizable pro-
gram on the dUbsfantive issues. While CFA and others ha passed many
resolutions and developed the Citizen's Energy Platform, these statements
do not offer complete alternative progranis for implementation by Congress,.
FEA, state governments,. 26 or the Piesdent.

The basic Mason that there isn't a consumer energy program is because
of a truism: no organization has done the necessary thinking to create one.
The issues are complex. The tradebffs are seen as so painful that they aren't
made., Instead of compromising on energy growth, prices, and environmental
costs, for example,.it is easier to throw up one's hands and demand all: low
prices, plentiful supplies, and clean air and water.

A second problem of. the movement is that it gets too involved with pro;
cedure and makes the.right to be heard the priQary end in .itself. This is
not to say that much can be accomplished without consumer offices, advisory
councils, and full disclosures by Federal agencies. I hasn't so far. It
is very true that there,is no one listening and responding significantly in
substance in FEA, the White House, or Interior. Virginia Knauer's office
has not one person who is an energy specialist and FEA's OCASI,is bureau-
craticly isolated. ConsUMer advocates can be and have been led to mumbling
and grumbling about their lack of access; qo much.to the extent that they
appear to ignore the,substance of their purgpse: national energy policy
questions.

The third arid most unnecessary problem is that the consumer movement
' has not unified scattered forces into a recognizable voice and force on

energy policy matters. There are'foUr levels of public spirited activity or
pdtential that have not jelled into apolitical voice.

1. The national consumer organizations.

2. The national public interest groups with similar interests to
consumer groups. Environmental groups' concerns with electric
utilities are nearly identical to those of consumers.27

3. The state and local activists interested, in prices.,of fuel oil,
rising rents due to heating costs, and in particular electric
utility rates.

s

4., The 99% of the pUblic that is feli:ng energy crisis impacts, is
. .

impatient with'unresdlyed political debate, and has nothing to
do with any of the above three levels.

,
The first problem -- substantive analysis -- is not easily' resolved

even if it is obviously beneficial to the purposes of consumer organizations.
Should consumer platforms,develop, prObleme of organizing consumers behind
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them and impacting on the government would be made presumably much easier.

Intelligent leadership by some consumer leaders with the answers isn't simply

going to z7ccur through positive thinking alone. Perhaps, for example, the

consumer movement suffers from the fact that the fledgling consumer educa-

tion movement hasn't had the time to produce the consumer profesSionals,

consumer leads, and enlightened citizens who could lead it, the'donsumer 41'

movement, to effectively help solve energy issues for_the public good.

Certainly, too, energy is not the only issue area i4here the consumer

movement has not so far succeeded in influencing national policy.

Complex Issues Still

Lest consumer leaders and 'educators think thatthe issues in the .energy

crisis.pare fairly well defined and that resolution of these issue§ is merely

a matter of deductive logic, a look at those substantive issues should dis-

p0.1 the notion:

f 6 .

1. The Oil and Gas Journal (March 24, 1975) reports U.S. oil produc-

ing areas are posting record high prices. Dbmestic prices have

hit $12 per barrel. Gasoline prices too have started rising after

mopths of steady decline. All of this is occurring.during a

literal supply glut, which economists would say should further

degress prices or not allow them to rise. (Oil and.Gas Journal,

March.24, 1975, p. 20; March 31, 1975, p: 52) -

2. Environmental Action (March 15, 1975) reports that liquified

natural gas imported gas which some hope will solve domestic

shortages -- creates potential for accidents that is literally

beyond belief. The Federal Power COmmission said in 1974 that a

single' serious tdhker accident could kill or-severely burn' 807,000

people in New York City, according to the magazine.

3. Nuclear power is another very real proposed alternative'to oil and

gas costs and shortages. The proven U.S. reserves of U308 contain

an p year supply at current projections according to the Atorhib

Energy 'Commission (now the Nuclear Regulatory Commission). Forbes,

January..15, 1975, points out the potential for rising prices of

U308 and that U.S. dependence on foreign sources is potential for

another international cartel similar to the orgapization of pet-

roleum exporting countries (OPEC).

4. .The Economist:' March 7, 1975, claims a growing world glut of

oil,is destined to lower world prices very soon. Since Alaskan

oil (per barrel) will cost $1.25, Arab.oil now costs.10e, and

'Louisiana offshore production is costing under. $4, the,fall ih

prices could easily wreck OPEC, cause prices to go to $5 or less,

and abruptly stop the energy crisis altogether.

u \:
5. " The U.S is entering soon into a major oil conference with other

nations, alrea(dfagreed in principle that the U.S. shoul hold

domestic and Imported energy prices up. This is to be one so
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that toil companies will invest money'to.,bring in new supplies

which Should bring pricks down in the long run. Mr.Kissinger
-has shaped th4 U.S. policy now called-the "Safety Net": a

flooron prices N designed to be high. enough to cause prices to
be low.28

.)
. In summary,tne consumer movement would be, expected to represent con-

1

sumer interests in nptional\energy policymaking. The stakes for conswers
i 6

4 I " are quite high., The issue, Ore complex and many of the realities and facts
are,still not clear. in overcoming its present shortcomings as the effec-

, N tive consumer voice, research into ghbstaintivs,' issues and then the develop-
meet Of_positions on those issues is the difficult; necessary first step.
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Footnote's

1. J,lin F. Kennedy, Message to the Congres , March 1962. This right to be

heard ,T1Iplics that consumeirs not.only will be heard by business, Overn-

ment and other institutions, but that those organizations from time to
time will listen and possibly even respo d with actions favorable to
consuters.

',2. "Voluntary Consumer Organization," an unpublished listing periodically
updated by the Office of Consumer Affairs, Department of HEW, Washipgton,
D.C. 20201. No definitive list of such organizations is recognized
universally in the terture nor can it be because of the constant
turn )der of suc ational, state,and local groups.

44.

Ne1,3 York Times, March' 25, 1975.

5. Annebag6 Industries, for example, the leading maker of recreational
vehicles, saw its common stock drop to 5% of its former price at one
point in 1974.

6: An editorial in,Today's.Sunbeam newspaper, Salem, New Jersey, March 24,
F975, says for example , "One's gorge rises at allegatiOds that fraudu-
lent 0.14supply.schemes may have cheated American consumers out of
bri.11ions'of dorlars. As manY.Salem-Countiang suspected at the time;
those oiltankersweren't'cruising 11-Lk and fdrth in the Delaware
aver in late 1973, heavily laden in both directions, for the ,fun of It."

. .
, .

. .

. . . . .

.7. 'Disagreement on this point comes ftom some quarters. See Charles F.
Luce, "A Battle Plan to Beat the*Energy Crisis," Reader's Digest, March
1975. Luce is a leading electric utility executive. - .1 .,

- .

8. Congressional Record, primarily in February and March 1975.

9. Robert A. Anderson in writing "The Energy! Crisis ", just ,pri or to tilt

Embargo in the conservative opinion quarterly, Freeman,ugust, 1973 .

awrote forctfully against government intervention in.the atmosphere of
crisis he saw as in the. U.S,. .

..

10. Sheik Yemeni, Saudi Arabia's chief oil negotiator is a H arvard Graduate.

II. William SiMon, December 1973 kp.April 1974; John Sawhill,-AprLl to
November 1974; R%.ers'Morton, November and December 1974;.Frank,zarb,
December 1974 to date. Morton, Secretary of Interior never was influ-
ential because unlike the other three, he did not serve as Administra-
tor of the Federal Energy Administration (until June 27, 1974, FEA was .
the Presidentially created Federal Energy,Office.).

180.
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12. The Department of Health, Education and Welfare is the bureaucratic

location of the Office since July 1973. ,Its head, Virginia H. Knauer,

also Special Assistant to the President, gives it the role as consumer

advocate within lb,: entire Fedebial system. The Office normally has had,

a staff of ,50-55 since 1973, but the vast majority are involved normally

in administration, public relations, publications, and complaint hand-

ling functions rather than policy matters.

13. White, still chairman of FEA's successor Consumer Affairs and Special

Impact Advisory Committee, is a Democrat and heads-.the Energy Task

Forca=K the Consumer ,Federation of America. White is outspoicen and,

a leading critic of Federal cnergy,policy. His appointment was only.

one of several that Made the committee membership unusually credible

to the consumer movement.

14. Virginia H. Knder's Office,had loaned several staff members to FEO

Office of GasolfriegRationing Planntng. The Rationing Office disbanded

. on April12, 1974.

15. The'office failed to identify means of gaining significant assistance ih

its mission for 4 possible number, of causes. Substantive'energy issues -

are quite complex technically. Outsiders often don't know subtleties of

the bureaucracy's policy games enough to be useful. Policy is often

decided in 'a great haste before outsiders can be consulted. The consumer

,movement doesn't have the expertise or personnel of arty sort to estab-

1 --lish the working liasion necessary to effectively lobby'or influence

_policy. The office may have misread consumer movfmedt priorities and

thus failed to interface at the right moments on the issues of concern

to consumer leaders.

16. Outstanding amounts of assistance came from the Center' for Science in

the Public Interest; Lobel, Novins & Lamont; National Urban League;

Environmental Action Foundation; Movement for Economic Justice; Center

for the Study of Re-sponsive)Lawand.ComMon Cause. Consumer groups were

not otally absent, o1 course, but were relatively' less important.

17. Too much emphasis was procedural in the view of the author. The Office .

also at first spent too much time'complaining it wasn't consulted rather

than demonstrating .its expertise and thus why it ought to be consulted.

'In any event, SEC did not seek consumer movement leaders vi ws of a

substantive nature through its.consumer Office at any time as it had

originally stated was the purpose of the office.

18. 0E0: now ComEunity Ser10.ces Administration has two exc lefit publica-

tions on this subject from a government pergpective: C in With the

'Energy Crisis and The Great Energy Crisis of 1973 -74.

5'
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19. Most notable was the announcement by Czar William Simon, that 54 then,

69 persons with former energy industry connections were in professional
and policy level positions in FE4 in early 1974. .Most criticized in,
various Congressional hearings was Robert Bum, a Phillips Petroleum
executive on a'one year leave with the government,.who had been an impor-
tant figure in January 1974 in the development of regulations under the
Emergency Petroleum Allocation Act (see Washington Star News, January
1974). Another notable figure until March 15, 1975 was Assistant
Administrator Duke Ligon, formerly with Continental Oil. Later, the
subject of bitter Congressional debate in Fall 1974. Senate confirmation
proceedings as Assistant Administrator was Melvin Conant, formerly with
Exxon Corporation, Conant, whom this author regards as the'vost creative,.
thinker at. high policymakitg levels in FEA in mid-1974, by all evidence
will be a sorely missed public servant when, as he indicated openly to,
the Senate, he in some likelihbod returns to the petroleum industry.
(See Problems in the Federak Energy Administration's Compliance and En-
forcement Effort, General Accounting Office, Washington, D.C., December
6, 1974, for a more analytical view of FEA's failings as an allocation
agency.)

20. Exceptions were and continue to be Edward Cowan-of the New York Times
aad staff reporters of the Economist (London) in the press corps.
Senators Hubert Humphrey, Henry Jackson, Russell. Long, and Howard Met-

.

zenbaum exhibited comprehensive grasps of energy issues, although they ,

did not often come.to the same conclusions'.

41. OCAh has begun its own regional public conferences and is largely
responsible for FEA's announced intention o fund studies 'of electric

utility rate structures (New `fork Times, March 2,5, 1975). OCA on the
other hand did f;ot conduct programs and assisted successfully in only one
major funding project now being completed in the Paul Douglas Center,'
non-profit research affillAte.of the Consumer Federatisn of America.

'22 Sawhill's decline is objectively.seen by the British weekly, The Economist,
September 7, 1974. Sawhill was criticized by oil lobbyists'as too aloof,
by consumer advocatds as unfair, by Tederal government insider; as a
poor manager, and by his chief bureaucratic rivals as uncooperative.:4°Saw-
hill openly disagreed in public in October with official White
views, was removed, and in departing gained new allies out, of former
critics in the environmental and Consumer groups who now agreed in his
view favoring conservation as the most desirable energy priority through
T978-9. Sawhill's grasp of substantive issues, his academic openness
in public meetings (a Ph.D.,,,e4onomist and former Assistant Dean at New
Yorkiliniversity), and his intellectual' honesty and non-negotiable posi-
'don on the issue of conservation were not his only strengths as Czan

23. Transcripts of committee hearings are available for viewing at FEA,
----Wasclington, D.C. 20461.

-

24. Available,for $1.00 from National Consumer Congress, 1346 Connecticut
. Avenue, N.W., Washingtod, D:C.

25. \Ze.Oil and Gas Journal,, March 24, 1974,0p. 37.
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26. The Council of State Government's National Governor's Conference has a

'national energy staff. Louisiana, among other producer states; lobbies

v .. in force at taxpayer expense quietly with producer organizations -- the
multinational oil companies, in pattl.cular.'

27. Environmental Action issues'in recent months are sufficient, proof of
this point.

28. it follows then (sic) that the higher the ptice, the lowei the prices
zA
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ABSTRACT,

THE CONSUMER'S REAL NEEDS

-Sidney Margolius
Author

Syndicated Columnist

f3iiere are no more important and urgent needs than those of,the

consumer. The consumer's problems are the nation's problems, and the
waste of consumer resources that have become sollagrant in our time,
has been proven to be the waste of the nation's resources, and is respon-
sible for many,of the energy and en ',ironmental problems, and the teetering
inflation and recession,that plague our country and frighten our people
today. Much of the .purported consumer protection falls short of the

Consumer's real needs. Our gains mostly have been some lessening of`
deceptive selling methods, some reductions in product hazards, and slow
but useful reofrms in the pricing .and merchandising of presgription
drugsand over-the;counter medicines. But effective eonsumer,protc-
tion has been almost wholly absent in defending thecpublic against
the real problem of the day -- the relentless inflation which has al,.

ready seen a transfer of billions of dollars from consumers to the
pockets of oil companies, mining...companies, banks, and food processors.
The rise in riving costs actu'lly has wiped out all the wage gaini made
by the average worker in the past seven narg.

: . .
There are six overriding problems today On which consumers need

strious help. These problems are: '1.--,The. high cost of.food. As
I,

you know well enough, food prices have .gope up 72 per cent4tince 1967
and 9 per cent just in. the past 12 months.

t
%

. ,

2 -- Booming medical costs and inadequacies of present` private .

. ,

medical insurance, causing real anxieties in many faMilies and"encouraging
high-pressure'promotions of low-value insurance plans,Seeking toapitalize .
on these.anxieties. ' ' .

.
3 -- High housing and 'oPetsating costsrlippluding'mortgages cif 8 to

9 Per cent and a nation wide increase in Tuel'oil costs of 107 percent
since 1970, utiliy rates of 50 per.cent, end 16 per cent an the past
twelve-months alone,.withlmore to come.
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4 -- The widespread effects of high interest rates, Icpupled with
collection laws stacked on the side of the se-llers., TheseNgh rates
affect consumers .dirdetly in financing homes, cars and other needs, and
also lead to high property and other taxes as soVernmenL and municipal
agencies also,pay'more on their borrowings.

5 -- SerioUs quality problems which 'have led to high repair costs
espuially for cars and household appliances,.A1 which even create
safjty hazards as shown by the investigations of, the Commission on,Pro-

.

duct Safety. T1e lack of quality standards, and the further deteriora-
tion of quality in a period of inflation, has caused an increase of
complaints.-- about furniture anclothing now as well as cars and
appliances.

o

6 -- The big jump'in costs of car ownership due to theincrease in
gasoline prices, plus the=lofty prices Of cars, the already high cost
of auto insurance, and the.bigincrease in charges for pointenance and
repaits.

7

I-

-- abstrac,ted by Karen Hull
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REMARKS BEEORETHE

AMERICAN COUNCIL ON CONSUMER INTERESTS

Roger D. Colton
ISU-ISPIROChairperson
Iowa State University

0

Good morning. The consumer movement obtains its direction from many
different sources. The driving source of-ISPIRG's philOsophy also comes
from different sources. Two people, both of whom could be considered
philosophers in their own right, have given impetus to the PIRG movement
in general, and t9 ISPIRG specifically. .

About eighteen centuries ago, Plato could well have been speaking
to the consumes movement today when he said, "Act or be acted upon." A.

man of more contemporary nature, Ralph Nader, also addressed the consumer
movement. Nader,said, "In the marketplace, those who are organized get' .

their way, and those whb abdicate, delegate, 6r vegetate, get-taken."

ISPIRChas taken these two ideas and synthesized a wide based program
for the organization. In short, ISPIRG has taken the two ideas and developed
them into the working philosophy "Organize to act."

ISPIRG is part of a lafgpr PIRG movement,across the nation. There &re
currently over 1p PIRGs, Public Interacts Research Groups, across the
country. Thereare alsOrtwo PIRGs in Canada, one in London, and two in
Australia. Natpnally, the PIRGs have a combined budget of over $1.5
million and involve over 500,000 college students.

Although ISPIRdiis not one. of the larger PIRGs in the country, it is
one of the stronger. Over 10,000 students support ISPIRO.each year. The
Iowa-PIRG hiesseven.state:people on a budget of less than $40,000 a year.
When asRed how an organization pan3do that, I always try to explain 'that
advoca61 for the pubic interest is not therely an occupation or a profession,
it is a jifestylL People work for ISPIRG because it is the "right" thing-

:,to do.'

Three ''of oui'staff_people work as fulltime lobbyfsts in the,Towa legis-.

- iature..'These staff members receive back-up support from 35 part-time
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student lobbyists. Sometimes we are accepted, and sometimes we are not.

One day I was having a terrific argument with a lady about whether
Iowa should-have an open-primary system based on a similar system in

Minnesota. After becoming increasingly frustrated, the lady finally

lashed out at me saying, "Your're just one of those radical Democratic,
student activists." rplead guilty to all but the second. I'm not a

Democrat. So I gueis that leaves me as a "radical, Republican, student
activist."

We radical Republicans in ISPIRG concentrate our legislative efforts
in seven basic areas. These include environment, energy and transporta-
tion, land use, social servicqs, governdent reform, housing and consumerism.
I wish to concentrate today on these last two areas.

Consumer credit has been one of ISPIRG's high priorities. The Iowa
legislature last year debated_ and finally adopted, the Uniform Consumer

Credit Code (U-Triple C). It was more commonly called the Iowa Consumer

Credit Code (I-Triple c). Although ISPIRG had a person working full-time
lobbying on the Consumer Code, we won many battles but lost several, too.

ISPIRG successfully lobbied for the prohibition of flipping practices

in the state of Iowa. We lost the battle to sit.nificantly limit the use

of deficiency judgments in Iowa, hoWever. The most heated battle was over

the use-of holder in due course. The battle ended in compromise. A

retailer now cannot sell the contract for a period of thirty days.

Another significant area in which ISPIRG has worked is in the area

of landlord-tenant relations. Last year,'the Iowa legislature, under the
prodding of ISPIRG, passed good reforms in the area of damage or security

deposits. Under the old law, teynts had the burden of proof to prove
that no damage had occurred if the landlord withheld the deposit. Under

the law, which went into effect last July 1, the landlord has the responsibil-
ity to prove that damage had happened if he is to withhold the deposit.

This year, ISPIRC is lobbying for further reform in the area of tenant-

landlord relations. ISPIRG is supporting the adoption of the Uniform Resi-
dential Landlord-Tenant Act, more fondly known as URLTA.

ISPIRG is lobbying for a better provision of services to Iowans. One

specific item in this area, is the hearing aid legislation. ISPIRG received

what I feel is its biggest compliment when the Iowa Senate considered the
hearing aid bill last session. The bill was scheduled to be considered

on a Monday morning. However, on Friday afternoon, it came to floor of the

Senate for debate. Now if you know the Iowa legislature, you know that

nothing happens on Friday afternoon. Usually nothing happens on Monday,

Tuesday, Wednesday, or Thursday afternoons either, but nothing is supposed

to happen on Friday afternoon. But the hearing bill came up for debate.
All of the ISPIRG lobbyists had retreated to the state office to catch up

on some long over-due research efforts. But one of the Iowa senators

stood up and said, "Now look, we told ISPIRG that this bill would not be

debated-until Monday. I suggest we defer consideration until the ISPIRG
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16...
lobbyists are present." The Senate greed and voted to defer conSideration.

)ne area in which more and more consumer advocates are becoming con-
cerned,.is the area of utilities. In Iowa, the Iowa Commerce Commission
recently ruled that utility companies can no longer pay for promotional /I
adver'ising and then pass those costs on to the consumer. It makes no

sense, wh'en the country is trying to develop a conservation ethic, to have
utility companies advertise to promote consumption. Fortunately, the
Commerce-Commission agreed, and to,ld Iowa utilities that if they were to
advertise, they must pay for it out of profits.

I can go on and on with djfferent consumer legislation that ISPIRG
has supported in the Iowa legislature. Nursing home regulation, child
care facilities, property taxes. . . but I would like to close with one.
This legislation has great meaning, especially in the state of Iowa.

4,

:SPIRG has a staff membertworking on the bill which would prohibit
corporate farming in the state of Iowa. The coalition with which we have
been working can be described by only one word. "Weird." You filnd a

student group working with the Farmer's Union, the National Farmer's Or -'
ganilitionfp Cie Iowa Cirange, and the National Catholic Rural Life Confer-
ence. And yet every group works as equals.

Due to these efforts, the legislation to prohibit corporate farming
in Iowa was introduced in the Iowa House of Representatives with 72 co-
sponsors. This is significant when you realize that there are only 100
members in the House. The bill was recently adopted by an overwhelming
vote in the douse.

ISPIKk, is unique type of organization in the state of 1,0wa. ISPIRGers

are a unique of people. I guess there just aren't a lot 8f hard-core
rabble-rous'ers concerned with someone else's interest around anymore.

Thank you for inviting me to speak today.

176

188

e



r

1'

CONSUMER ACTION PROGRAMS

Barbara J. McCandless
Assistant to the Secretary

Department of Commerce and Consumer Affairs
State of South Dakota

Pierre, South Dakota 57501

On uly 1, 1973, the department of Commerce and consumer affairs

truly be ame the consumer office for the state of South Dakota. On

that date the various consumer programs associated with state govern-

ment were consolidated into one department. And that's what I want

to talk about this morning.

I'm sure you are aware- that many states about 20, have reor-

ganized their executive branch of state government. ,South Dakota

streamlined its executive branch t1,7, years ago. Formerly, about

180 boards, commissions, and departments were each responsible to

the governor, who in our state has one administrative assistant.

Tbday, there are one staff and 14 line departments. One of those line

departments is the department of commerce and consumer affairs.

The department contains the following divisions: banking and

finance, consumer protection, human rights; insurance, .and securities,

as well as the Athletic and Racing Commissions,Land the Electric Medi-

tion'Board, which will-soon be abolished. (See organization chart

on page 179 .) In addition.the 20 professional and occupationaland

licensing boards (soon to be 22) and the Public Utilities Commission

eport only to the department. In other words these 21 boards and

commissions perform their own administrative functions.
.

The division of consumer protection contains 4 programs: 'con-

,
sumer.protection, heavy'Scales inspection, retail inspection, qnd

mobile home safety. The newest program to become part of the division

is the office of consumer affairs located formerly/tn the attorney

general's office. It is the responsibility of that program, to receive

and forward to the approPriate agencies of state government the com-

plaints of any citizen of the state relating to consumer affairs. This

is also the program that administers-the licensing of peddlers and
11
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s Nrs.. the d ,or-t o-d, r s,,e..men and women that opt rate
in tile state are covered h that al 1 p..daiers and s..,iiclt.ors

rk..,ist,,e fi Lcolt which the:. widi t

. :he c -nsn4ler nt `tee t1'(1 prcram 15 also responsible for the
Ant -reement ,f thrbece,- ve I rade Pract, ices A. t posse d i n co60.

i c.,tNts t tIw 1. t 1rt the '.let 1arat ;a1 of the o:d
g:7m1ck L bAit and switLh, deceptive .:dvrtiz,ing, and of the ,lanv
ad.artising and sores gimmickry that fall netween these oi lenses.
In addit.ion to the division's main offilce in Pierre, the state colt t 11,
we t I rt. in '-sioux l'al t-he seat( '3 1 at gest :icy, where

1,u-sers ii;c the:r complaints.

,gram .Cat s '-). en in ''Feral irui in South :),ikon for a number
ears n-espon.,,P)le for t he prevent ion ,f ins ,abe 1 ing, misbrand-. . Ind adult erat i f)od pr-ducts, pt. t roleum products, paint s
-a is, as .well as the regulation )f weights and measures used in

t t,e% t ransuct i That =s the,,retai I inspect i n program. We have
. ret ill inspectors wh small wales such as those in grocery stores'

f r icctiracv. !hey theck to see that foods ari not misbrat\ded ns well
t set' that p.tcPa.),es contain the weights staXed on them. they
check the -,.,,a5211ne pumps inserAce stali.)ns to fee 0,ht they

are mea5ur1 7.4 accurate'', y.

, thir,i program in the division I..; the testing and inspection
. sf itity scalt:s. We have 4 heavy -d-uty scale trucks' equipped 1.441i

test weights and 'equipment.- for testing scales. All the scales iu the
state arc tested at feast once a year, scales at livestock auction

mark.its and th .se f livestock dealers, are tested twice* a year. About

1, -00 ht. .se a al-e tested- annual.;

:he -f,urtl.-Iand anal progam in the-,1 ic,is ion of consumer Pro -
t .tect: ,Ts. is that 'f r) )bi liomelsafety, On July 1, coincident

wItli the re -re,:anizti-nn of state dNvernment law known aS the South
Dakota kl 'bile 9o:1e. Safety Act became effeceve. rt require's 'that

le lotii t. s u,rh Dakoea must meet minimal health. and s.ety
st'adards ani he compl ian,ce with the Federal standards, ANSI A119.1.

's-ther..w the electrical, heatin'g, pl,timbing, sand wnstrutio,,n
r1no4ntg, Am.si meet 'the substantive standard4 of the AN4r safety code.

1-.1..$)ecLIrs in the field handling mobil e home co:nplaints, per-
t forming the neces'sary inspectibtiof manufacturing facilities and pro- Iv

ducts, and seeing th'it the proper 'seal's are .placed on these homes
bef r thevy are offered. for sale in South Dakota. Lt is, illegal to
connect utilities t' any -mobile home manufactured after July 1, 1983,
unless it the geal issued by thti

a
In, sur,.ary / 'd like ke T , emphas416 that the Con'Sumer functions of 1

s'tate ,vrn.rient ire, located primarily in one department. liaving one
c, ,ral a..,,encv makes -it. -easZ's,1- for the ceiistime4 who .wishes to lodge a I
cc):-.-.1). a int- . . ., .

t
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REMARKS BEroRE

THE AMERICAN COUNCIL ON CONSUMER INTERESTS
a

CathyBtjp, Directoi
ConEumer Relations Board
Kansas State,University

I

The Coniumer Relations Boardl-at K-State is involved in many of

same activities that other members-of the Panel have shared with you this

morning. ThQ Consumer Relations Board at K-State acts as a mediator

and clearing-house for consumer grievances, and as a source for information

and advice. We provide educational *grams that sensitize consumers to

their rights and responsibilities, as wellas totheir role in the market-

place. We conduct research projects on topics affecting.local.censumers,

and we lobby for consumer legislation on the city and state level. But

all this didelChapperovernight. It's the fruit of four and a half years

of continued expansion.

So; instead of expounding upon the particulars of our procedures for
handling, complaints, or our research or education projects and dupli-

cating_things that have arready been presented this morning, I'd like to

share with Iyou the history and structure of the Consumer Relations Board.

Not that we hive ehe moat impressive organization[, but perhaps we are unique

in that have contthded to'graw,and expand singe our creation.

The consumer Relations Board was conceived by the minds of Bob Fiash-

man'!(now completing hisPhD. at Ohio State) and eight other students who

were searching for relevance and involvement. They recognized that students

share many of the problems experienced by other group's of low-income, highly

mobile persons, Isolated from familiar markets and service. Aldo, sinoe

mast students are changing their 4;e, pattern and orientation from depen-

dence to independence, students are especially, vulnerable to consumer prob-

lems ranging from simple misunderstandings to outright frauds, .Flashman

approached the Student Gaverhigg Association and convinced them of the need

for a Consumer Relations Board. They opened their doors with a lot of

volunteer determination'and $50 for operation expenses, but as an official'

function of S.C.A.'

Our afirst steps were slow, Cautious, but determined. One subcessfaly
handled complaint, one research problem at a time, we built the cre 'bility
thathas made us a respected part of the Manhattan community.
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When we first began,.there were two widely held opinions among local
businessilen.°One, "it's just another student fad -- ignore them and they'll,
go away." And in light of the concurring student unrest, riots, and burn-
ings that were taking placeon campuses across the United States, some
businessmen looked upon ,the Consunier Relations Board as, "a radical stu-
dent movement.. . out to destroy the free-enterprise system and every busi-
ness in Manhattaillpi' But, we haven't gohe away, even though some businesses,
have tried to ignore,our existence. Our visibility heightened when a
filling station manager looked out one July morning to find members of
the C.R.B. picketing his station because he had refused to negotiate any
settlement on a consumer grievance,. To date, we ha4'611't closed any reput-
able Manhattan business, but we have stopped several fraudulent ventures
that not only rob consumers, burg divert sales from honest merchants. In

addition, we have resolved hundreds of consumer-business grievgnces that
were simple misunderstandings caused by breakdowns in communications,.which,
if left unresolved, could have resulted in a dissatisfied customer and a
tinted public image as well.

Perhaps a more tangible indication of our creditability was our suc-
cess.in obtaining the cooperation of the Manhattan Chamber of Commerce in
establishing a branch office -- Manhattan Consumer-Business Relations Cen-
ter. Out physical appearance is modest. We have a corner of a conference
room which houses our files, desk, phone, and a few thousand promotional
brochures. But there is nothing modest about the increasing demands from
the community for the same service that we have provided students in the

. past. Other indsipations of our progress aren't always as obvious. For
example, recently a business member of the Chamber's advisory committee

, in discussing our goals for the coming year, said: "I wish you'd direct
part of your educational programs to making people realize that the.market-
place.is a two-way street. Sometimes what holds true for businesseb also
holds true for consumers." I'm not sure I've always put it exactly that
way but. . . .

Since our inception there have been several similar groups started on
campuses across the country. Partially because of the distribution of Bob
Flashman's book, University Consumer Protection, many are patterned after
the Consumer Relations Board at Kansas State. Qthers have taken the funda-
mental concept and conformed it to their local needs and resources. In our
own state, boards 'were started at six other state colleges; three have sur-
vived. What's our secret? I don't.know that there is any one answer, but
one important reason in the continuity we have been able to build into our
program.

Students by their nature are transient. At most, they are on campus
for 4 or 5 years. It is necessary, therefore, to have within the structure
of any student group a fir& foundation to support the program fram year to
year as the students come and go. Our support has been the Department o.

Family Economics. Even our existence,can be attributed to the foresight
and dedicatioA to the consumer interest of its faculty members such as. Dr.
Morse, Albie Rasmussen and Bill Fasse,. who "built the fire" under the group
of students that started the Consumer Relations Board; and their continued
encouragement for student consumer concern. As a service of the Student
Governing Association, we function independently of the department but
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,faculty members stand ready to advisewhen called upon. The three direc-,
ters,have been master.degree candidates of the DepartMent of Family Econo-
mics. Because of their orientation to consumer problems during undergraduate

,

work, they were much better prgyaredato ekecute programs and sensitive to,
the need for advocating,polieies in the_consumer's interest. Also, alder-
graduate students arg involved with the Boards activities. They may
receive one hour of class credit in Family Economics. They provide the
CRB with the man-power needed to giye each complaint individual. attention,
and they benefit from the opportunity to apply,classroom theory to real
market con diets. No other laboratory could begin to offer this type-of., .
experience. This semester, we have 20 students enrolled in " Consumer Re-
lations Practitum.",

. .

There may not,be a Family Economics Department on your campus, but
, I am sure there is some academic home for this type, of reciprocal relatiori--:,

ship. ,Other groups have found assistance'from the College 9f Business, or
Economics. Still others have found simply one sympathetic faculty member.
My point is: there must be an academiC home, to foster the continuity that
is essential-to any student endeavor.

We have also been fortunate in the financial,assistance,that the
Student Governing Asso4ation has continued to provideus in fulfilling
their goal of providing relevant student services. Student Senators recog-
nized this as a cause which brought direct bene4ts to all students. A
random survey conducted for Dick Retru&ls; thesis'. last year confirmed their
faith, as ninty per cent (90%) of those responding considered CRB to be a

'Valuable service. SGk prbvidds us with free office space, postage, phones,.
and a State WATTS line,'and a paid director's position. This, with the aid
of the Chamber of Commerce, has allowed us to be politically independent and,
still provide a free service to consumers. Your set-up doesn't have, to be,
elaborate., remember we started with $50. But, if yoil prove your services
are of value, funds for expansion can be found -- but I'll be the first to
confess it's not an easy task. I have waiting for me when I return next
week, our yearly allocation proceedings, and the re-education process of a
new legislative body of the service we do provide.

Like any new organization we have experieiced growing pains. But, we
haveadvanced from our childhood and are now racing through the awkwardness
of adolescents; but some"day soon, like ACCI; we too can.say "we're'of age."

The vastness of student interest in the consumer movement is vArident by
the record-breaking student participation at this year's conference. More
students are seeking involvement, practical application, of their classrooth
exposures, and puparation for later careers as professional consumerists. I
offer the concepeqb.f a Student Consumer Relations Board as a vehicle for'
-extending learning beyond the classroom and providing studefits with the ex-
periences they are seeking.

182

194



Footnotes.

1. Copies of Bob Flashman's book, University Consumer Protection, Dick
Retrum's Thesis, "Students Identification with the Consumer Relations
Board," and other materials explaining the Consumer Relations Board
at Kansas State, are available from:

Student Governing Association
K-State Union
Manhattan, Kansas 66506

\Enclose $5.50 for printing and mailing costs.
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CONSUMER AFFAIRS CLEARING HOUSE: A MODEL.FOR

LOCAL CONSUMER PROTECTION

KathleenBrdwne Ittig
Assistant Professor of Consumer

and 'Business Studies'
State University Gollege'at Buffalo

Buffalo, New'York 14222

.1

r

For years consu4er educators have been urging consumers to register
complaints about products or services with both the merchant or manufacturer
involved and with the appropriate00ernment agency when fraud is involved.
As Bymers has pointed o4t, "There isn't anyone operating in this con-
sumer .education business who hasn't wished from time to time that he
really knew.the extent of consumer dissatisfaction." (2:10)

At theihearingsl held by Congregs last Spring (1974) on thb ill -
fated Consumer Controversies Resol!ition Act (S.2928), the first witness,
Mrs. Virginia Knauer,:Sp'ecial Assistant to the President for Consumer
Affairs, labeled consumer complaint handling and resolution as "an orphan
in this phase of consumerism." (3:24) While stating that the individual
complaint is a "vital indicator of our relationship with the consumer,"
she emphasized that "we don't know very much about the total Irosaic of
current'compLaints." (3:24).

A

As part of her testimony,,-Mrs. Knauer outlined nohe needs which in
her perception must be met before,the-Optimal method pf resolving con-,

sumer complaints can be identified. among the needs she listed was the
need "to refine and analyze proposals for a uniform system for acc4mulat
ing and publishing consumer complaint statistics in order to establish.
priorities" as well as the need."to better define the role of State ands
local consumer protection offices and determine the resources required
to play a primary or monitoring role in the development and operation of
complaint resolving system." (3:25)

'Background

Consumer Affairs Blearing House fop Western New York was inagguhted
in Buffalo on Februarysq , 1972 as a joint effort of:over twenty 420)
government 4114 private gencies to coordinate the resolution of consumer
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domplaints. The impetus for establishing Consumer Affairs Clearing House
came from the Consumer Committee of the Buffalo Federal Executive Board
under the'leadership pf the then dirt:ctor of the defunct Western New
York Office of the Federal Trade Commission, Earl Sthckhouse.

.
.

,

Most of the initial participants represented law enforcement agencies
atsome level of government. Non-government input was provided by repre-

sentations from the Urban League, State University College at Buffalo,
and the Better Butiness Bureau of Western clew York. Figure 1 presents a

1

,

model of the trfiditional consumer complai t.settlement system, under which
the`consumer contacts consumer redress a ehtles,ona hit or miss basis.

.Figure 2 presents the basic idea behind'the Consumer Affairs Clearing
House which centralizes the complaint handling process.

,

Consumer Vfairs Clearing house was formed for the purpose og, maxi-
mining the efactiveness of the consumer protection agencies in Western--
New York.- ...Cgordination of law enforcement activities in- he consumer.
fraud area,has been CACH'i major. thrust. Prior tot'dhle. formdtiOn of CACH

many of the agencies operated. in a vacuum without any association with
others working on related problems. This created several difficulties
including duplication of effort'as represented by two or more agencies
working to solve the same complaint because of overlapping jurisdictions
or vague statutes; as well as lack of recognition of serious community
consumer problems because only the "top of the iceberg" was apparent to 0

any one consumer agency. 1For example, twenty separate complaints involving
only one company were spread among. fifteen different agencies.

After three years of operation, Consumer Affairs Clearing House cut.-
rentiy has the cooperation of twenty -seven (27) agencie§ serving the con-
sumer in Western New York. Twenty-four (24) of these agencies are g4yern-
ment,agencies with varying degrees of responsibility for consuvr p dtec-
tion, including five city agencies, seveh county agencies in ou ties
in Western'New York, five New York State agencigs and seven federal agen-
cies.. The remaining three are private organizations: the tetterBusinesis
Bureau of Western New York, its subsidipry, consumer Forum,iInc., and
NdWspower of the Buffalo Evening News. Figure 3 presents an illustrative
classification of'the paiticipating agencies.

Goals of CACH

As outlined by StSckhouse, the-Consumer Affairs Clearing House was
established to meet six goals.

1. To eliminate consumer frustration by providing a'single
telephone number that a consumer can call to furnish
information, make an inquiry or register a complaint..

2. To improve the quality of the resdlts of proCessing consumer
complaints.,

3. To relieve the law enforcement activities of -much routine
administrative work by providing a Clearing House to
accomplish the preliminary processing of consumer
complaints.
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.1

4. To afford the legitimate businessman a reasonable means
of resolving consume,complaints, where no 'violation of
the law is involved.

5. To provide for an effective, coordinated effort by law
enforcement activities wherea violation of law appears
to be involved.

4

6. To provide elected officials with an additional
management' tool which can assist them in resolving
prbblems for consumers of their'constituencis. (6)

Structure of CACH 1

Consumer Affairs Clearing House is loosely organized and functions
through mission-oriented committees under, the leadership of the chairman.
Figure 4 l the.CACH organizational chart.

,

.

. o . _

The Chai.rman of CACH appoints both the steering,coffimittee and the.,
advisory commiteee. It appeari, that the chairman is arrived at through a
consensus of the participdtingkagencies. The first chairmanolas the - " .

director of. the regional FTC office and the current chairman is Assistant
Attrney General in, Charge of the Consumer Frauds Burebu of Western New
York. The AdvisorylCommittee was formed as a cit n's committee designed
to over ee CACH operations and verify-that complaints are being properly
referr d to the appropriate law enforcement agency, he Steering Com-
mittee which is composed of the chairma of each of the five sub-Commit: 1

tees:
,

,..
.

.

:;
. .

1. Law Enforcement - consists of a.representative of each par-
eicipating agency who meet monthly for the purpose of.in
'formation exchange and investigation evalUation as well
as recommending legislation and needed education programs.

/ 1

.Consumer .Policy Committee - membe'rship includes citizen,
acadeMic and Legal representation designed to-review CACH .

data for the purpose of proposing and supporting legisla-
tive action. 4

. 0

1c"

3. Education Committee - membership includes both CACH members
and educators, and community organizations;.designed to'

(?.develop and promote consumer.education programs that
complement CACH activities and involve the participating
agencies.

. , ,
4. TraiDing Committee - membership consists of representatives

of rticipating agencies whose responsibility is to plan
training sessipns -for BBB personnel in'order to facilitate

/ efficient and accurate referrals 'from the BBB to the law
enforcement-agencies;

5. Operations and Administration Committee - membership
includes BBB personnel who are responsible for the day-to-
day consumer complaint handling and CACH referrals.
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CHAIRMAN
ADVISORY

COMMITTEE

STEERING COMMITTEE

(Composed of CACH Chairman and Chai menof Sub-Committees

),/

CONSUMER LAW ENFORCE- EDUCATION 'TRAINING OPERATIONS
. ;\POLICY MENT . AND =ADMINIS-

COMMITTEE COMMITTEE COMMITTEE COMMITTEE- TRATION COMPL'

Figui-e 4.

Organizational Chart.ot,Consumer Affair Clearing House
of Western New York
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A

Operation of CACH

Consumer Affairs Clearing House operates'through the use of a central
phone number (856-7180) which ties into the Inquiry/Complaint System of the
Better Business Bureau of Western New York. The BBB provides most of-the
financial support for CACH operations as well as the physical plant and
personnel- without expecting to dictate policy. When a consumer calls in a
complaint it is handled routinely as a Better Business Bureau complaint
which means that the consumer is sent a "Customer Experience Record" which
must be filled out dnd returned before further action is taken. However, if
the consumer compldint involves food, health or safety, the Better Business
Bureau refers them immediately to the government agency with proper juris-
diction for immediate handling. Further, if private legal action is pending
on the complaint or if such actiorAis being contemplated by the consumer, -

CACH will not handle the complaint.' Figu e 5 presents the complaint handling
`procedure of Consumer Affairs Clearing,Hou e

4

4

ElonsuMer Affairs Clear rig House Dat Bank.

The BBB (If Western i'ew York han las an a erage-of 12,000 forma
a year under this syste described ab ve. D to on each of these co

complaints
plains is

coded and stored for us in.a special comput r program designed and operatTd. by
Service Bureau Corporati n of Washing on, D; for the National Cotncil of
Better Business Bureaus. At the pres nt time, all computer work iS done in
Washington.

The CACH dar&-coll cted includes the following variables on ea 4h firm:

i1) Company T.D. n mber
2) Company name
3) Current number of complaints (month
4) Number of comp aints against compare as a percent of all

(monthly)
, 5) 'tal Aumber r complaints for previous 12 months

6) Re lution of Consumer complaint
-*a) Settled ,

b) Unsettled
7) Year to date YTD) inquiriels about the firm
8) Tyr

.

of Business .

9)1 Report Code
10). Complaint type

y)

complaints against all companies

f

The Consumer Affairs Clearing House A Western New York has decided that,
it should collect more specific data tha is currently utilized by the Natio
BBB,'program and it has therkore been atte Ling to refineitg tita classific tiou
in some areas. For example, a new set of c mpqaint resolution codes expands
the former two category code.to 14 categoric . William Marx, President of
the BBB of Western New York, is hopeful plat these more specific classifica-
tions will be more useful in evaluating the CACH operation.

20,3
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CONSUIIER
.

CONSUMER
AFFAIRS CLEAR- CACH
',NG HOUSE AGENCIES
BETTER BUS. BU

EXIT

Complaints Screened

/F

1 non-

VALID P.

POSSIBLE
PRIVATE 1 of handled by CACH
LITIGATION
INVOLVED

Cdmplaidt Handled

;Complaint Reviewed I

I

FORM FORWARDED

FOR RESPONSE

Figure 5. Model of Consumer Affairs ,Clearing' iouse

Complaint. Handling Procedure
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Evaluation

Consuter Affairs Clearing House appears to have had good success ).11

meeting many of the six goals outlined above. A'central phone line has
been established and-law enforcement agencies have been relieved of the'
routine administrative duties involved in handling complaints. In addi-
tion CACH has served as an effective forum for coordinating efforts by
'raw enforcement activities. For example, wheh CACH became aware of
consumer concern about the false advertising of meat woducts the'CACH,
law enforcement officials called a.meeting of retail grocer p and pre-
sented an.educational review of the existing laws along with a warning
that meat, advertising practices were under surveillance. This effort was
supported by wide spread media coverage.

Two studies are 'n'ew the final stages of evaluating Consumer
Affairs Clearing House anc aften'thoy are completed mrre concrete evalu-
ative information should available. One study is 'being done by the
newly formed Brie County Consumet,ProtAtion Commit. ee, a county govern-
ment orgrnization cro.rted initiallyfOr the purpose! of evaluating the
effectiv.!ness of all.(onsumer'agef ies'serving resicents of the county.
Some of Lhelr prelimiaary conclusions will be dicci sed below. ,The
se:ond study is a formal research study being cond ted by e author
und?r a grant from the Office of Consumer.Affairs, DHEW, "Evaluating
the Effectivenes'c,of Consumer Redress Mechanisms in Erie County, New
York" to be co4eted by July 1, 1975.

some areas )f C msumer Affairs Clearing House, do seem to need strength-
ening including oth procedural issues and philosophical issues. Howeve

,

most'of the procedural issues hinge on the. philosophical issues. It has
been recommended that "consideration should be given to the*possibility
taking over the fyctions of the Consumer Affairs Clearing House by a
public agency sucKvas the Erie aunty Consumer Protection Committee" (1).
Others have recommendeJ that such an operation be housed in the Office
of the Attorned Genera .

The major issue that has arisen in this regard isthelack of formal
accountability of CACH to 1_141 consumer citizenry. CACH is not formall
responsible to any citizeir) for its action: Further since the activip '

are primarily handled by the Etter Business Bureau, many citi ens 010'1'

1
have negative feelings about tlile PBB sponsorship and resultant pro-
business bias or previous bad expe*fiences with the Bureau refuse 0 use

4 CACH once they'find out.* Less than one-.in ten complaints are actually

referred by BBB to UCH- As pointed out by Brinson,."the fact that CACH
refers only one or two complaints per day to its affiliates tends to
ildicate tliet CACH i. not living up to its full'potential" (1). Adcounta-
bi".ity"alsc aas implications for-fclnding. 'Since the BBB, of Western New
York prpvides the major funding, they justifiably have a veto over CACH
activities t t cost mon y unless outside fuding is available. Further;
the Bureau as timate ontrol over CACH data and has been known to .

. 1

*All written )rms stint to the Consumer by CACTI are4the traditional BBB'

forms and are s ]labeled.
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request a formal supeona from the Chairman. of the Clearing Hous'e.,(who'N
as mentioned above, is an attorney general) befdre releasing infoimation.
Not only does the local BBB control the data but since thOUata is
processed in Washington, D.C: in cooperation with the National Council
of Better Business Bureaus,. the Council is in a position to veto local
decisions, for example, releasing data on company names and locations to
university researchers evaluating the program.

The second concern is whether or not CACH should have an advocacy
role especially in the complaint handling procedure. Currently, since
the BBB format for handling consumer complaints has been adopted, CACH
through the BBB does not take sides and thus does not attempt to represent
the consumer's viewpoiAt. However; complaints referred to CACH parti-
cipants are handled in view of the agency's philosophy about advocacy.
Consumers who go so far as to formally express a complaint are usually
seeking at least guidance or advice if not advocacy. If not, they
would have handled the matter privately. Currently CACH is not inter-
ested in that role although it doe, have potential in the advocacy area.

Overall Consumer Affairs Clearing House has great.potential and
has made great strides in providing an effective, centralized method
of hapdling 4nd documenting consumer complaints. If CACH data collection
procedures were more widely emulated decision makers at all levels of
government and in business would be in a much more enlightened position
from which to make decisions

would

consumer and business policy.

o-
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Footnotes

1. Hearings were held jointly by the Subcommittee on Consumers of the
Committee on Commerce and the Subcommittee on the Representation of
Citizen Interests of the Committee on the Judiciary on 5.2928, a
billto establish national goals for the effective, fair, inexpensive,
and expeditious reolution of controversies involving consumers,
and for other purposes.

V
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Appendix A

Members of Consumer Affairs Clearing House of

Western New York -

Alleghany County Buread of Weightsand Measures

Better Business Bureau of Western, New York

Buffala&Bureau of Weights and Measures

Buffalo Inspection and License'Division

Consumer Fotufn, Inc.

Consumer Product Safety Commission

Erie C6unty Attorney's, Office

Erie County Bureau of Weights and Measures

Erie County Department of Health

Erie County District Attorney's Office

Federal Communications Commission

Food and Drug Administration

Internal Revenue Service

Jamestown Police Department

Lackawanna Buteau of Weights and Measures

New York State Agriculture and Markets

New York State Attofhey Generals Offide

New York State Bureau of Weights ifid Measures

. New York State Department of -Traispoftation

New York State Health Department

"NEWSpower" of the Buffalo Evening News

NiagatalCoupty District' Attorney's Office

Niagara Falls Bureau of Weights and-Measures

United States Customs Service

United States Deparlment of justice-

United States Post Office

Wyoming County Bureau of Weights and Measures

ti
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REMARKS BEFORE THE

AMERICAN COUNCIL ON CONSUMER INTERESTS

\

Paula Heichel4
Neighborhood Legal Service Program

. WashingtonAD. C.

1 .
.

,

Legal Services Programs came into being in 1964 through the passage of
the Economic Opportunity Act. These Programs were founded under the concept
of providing equal access to this country's,sYttem of justice to allcitizens.
In particular, the Pcograds were to provide high quality legal assistance to
those who otherwise would be unable to afford adequate legal counsel.

, .r -
.

. . , ,.
1 .

With
v

the impending termination,of 0E0 last year, Congress was forced
into action to find a transfer vehicle which would allow for the continuation
of free legal kervices to the poor. As a result, the Legal Services Corpora-
tion Act (H. R. 7824) was passed by both the House and Senate, in January.of
1974. The Act "established a private, nonmembership, non-profit corporation
for the purpose os providing financial support for legal assistance in non-
criminal proceedi gs and matters to persons financially unable to, ford:
_legal assistance.'

Currently, there are Legal Services Programs located in Metropolitan and
rural areas in every state as well as all the U. S. territories, inclilding
Puerto Rico, U. S. Virgin ISlandb, American Samoa and,Gnam.

,...,

i

.

1

All of these,(Legal Services Prograds provide free legal services, in
civil proceedings', to,all eligible clients. To,qualify as eli able, a client
is permitted tolearn,,if single, $72.01) take home pay weekly,c iarried,#
$92.0,0 plus $20:00, per dependent. f

T ** ,

P
',

I

Even at this lowjncouke,figure, the Neighborhood Legal Services Program
of the District of Columbia'gerves 300;000 Indigent residents. NLSP operates
on an annual budget of one million dollars. The staff.is comprised,of 31
attorneys, 12 Paralegals, 16 secretaries, 12 Administrative personnel and 10
investigatort. There are 6 Neighborhood.or storefront law offices spread
throughout the city in five law sections, namely, Administrative Institutions
Law, Consumer Law, Family Law, and finally Housing Law.

41.
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During Neighborhood Legal Services ten years of existence, we have found
that providing legal services to our clients is simply not enough. ManS, cases

we handle on a day to day basis do no more than treat the symptoms of prob-
lems rather, than the underlying causes.

We are able to ward off a collection agency, a landlord, or retrieve a
lost SSI Check,, only to have clients back on our doorsteps within a month'or
two with similar problems plaguing he or she. In the attempts to rectify the
situation, too often we overlook the most obvious of reasons -- why a person
seeks legal assistance at all -- because he or she does not know how to
avoid such problems from the beginning and because heor she lacks the know-
ledge needed to make an adequate decision when confronted with a legal prob-
lem.

We believe there exist in a necessity to impart legal advice not only
at the point of office contact, after the trouble has occurred, but also in
the street and in the home where such knowledge can do the most good before
the problems come into being.

Because NLSP is aware of the special problems of low income consumers,
-./e have become increasingly involved in the educational process of D. C.
residents. For the past year and a half, in additiqn to litigation, negoti-
ation and arbitration, community legal education has become An integral part
of this Program's activities. From November of 1973, until November of 1974,
educational programs were coordinated and administered by the Program's VISTA
Volunteers, of which I was one.

VISTA's were used for this purpose to allow staff attorneys the time
required to prepare court documents and litigate the inordinately large num-
ber of cases our attorneys assume. .

With the recent reorganization qf the Program and the addition of Para-
.

legals to the staff, I have been able. to assume the responsibility of commun-
ity legal education as part of my duties as the Paralegal for the Consumer

Law sSection.

The objective of our "Street Law" course, as it is called, is to expose
students toy all aspects of the law. In so doing, we present the topics in
such a manner that the materials covered are easily comprehended by parti-
cipants.. In other words, we attempt to provide a basic understanding of the
law that will facilitate dip students' knowing how to use the law-to protect

'their rights while making them aware of their legal responsibilities. "Street/

Law" is composed of the following topics:
40V,

1. Housing-Tenant,Rights
4/

' 2. Advertiing'and deceptive pricing
3. Fraud4 games and gimmicks
4. Guarantees and w /irranties

5. Ttuth in Lending and Regulation Z
6. Contracts

7. 'Individual arid Criminal Rights
8. Domestic Relations
9. Administrative Law

19§
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The operation of such a street law program is relevatively simple.
Initial contacts have been in the past and are presently directed to me.
I present the course outline to the prospective group at which time topics
are either added or deleted. From there I enlist the help of our staff
attorneys and Paralegals.

When topics are chosen beyond our staff's field of expertise, I turn
to outside sources for assistance. For example, the topic of insurance,
understanding your policy -- we have agents from area insurance firms come
to the session and explain to the students what coverage they are entitled to
under their individual policies or, when the topic is vocational schools,
we rely upon the community liason officer of the Federal 'Trade Commission.

In essence t4e Program is-designed specifically for the group to whom
it will be offered and set up.in such a way that no one person Is respon-
sible for teaching more than one topic.

The first street law course offered by NLSP was taught for Washington
Saturday College, a free adult education program. The students ranged in
age from 18 to 54. Classes were held on twelve consecutive Saturdays fol--
louring the general course outline. Certificates were awarded upon completion
of the course.

,

The second street 1,20 program was conducted for the Internal Revenue
Service - Summer Intern Program. Every summer, 100 inner-pity high school
students, junior and senior grade level, are employed by the IRS.- In con-
junction with their employment, i*erns are required to attend two courses,
then are offered two elective courses -- street law was one of these two
electives. We had 26 students participating, ages 16 to 19. To meet the
needs of our audience, the course outline was altered to include buying
clothing, furniture and appliances,thopping for autos and auto reposses-
sion, and vocational schools. Along with classroom sessions,,students visit-
ed criminal court where they witnessed arraignments as well as a juvenile
trial for assault and battery.'

Our current program is being offered fot the patents of children at
the Rosedale Day Care Center. The parents meet once monthly.at/which time
we provide a speaker. In this six-month program, the topics discussed were
chosen by the parents themselves.

The newest and probibly most ambitious program will start this month. 7'
In cooperation with twelve attorneys from theConsumer Section of the D.C.
Bar Association, the Conpumer Section'of Neighborhood Legal Services will-
conduct a 12-session prdgram, for the Model Cities Senior Citizen Center.
The Center services 65 senior citizens on a daily basis. As in previous
programs, topics are tailored for the audience. Therefore, this particular,
program will also delve into the needs for a Will and ProbaEe Court, tax
relief for the elderly, institutional rights, private pensions,-with special
emphasis to be placed on administrative law, SSI, Social Security, veterans
benefits, Meditaid and Medicare, and Food Stamps will be discussed at great
length.
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'A number of:these sessions will be videotaped by,Federal City College's
Insitute of Gerontology. It is hoped that these tapes will then be used to
train Department of Human Resources Homemakers who work with elderly shut-,
ins. The Homemakers will be tZained to identify potential legal problems,
then act as go-betweens for the shutl-ins and the program.

Another project in progress is our preparation for Law Day (May 1).
This year, the Unified Bar of D.C. will hold legal education seminars at
all nutrition sites for the elderly and in nursing homes, both publicfand
private. I am working with the National Senior Citizens Council in develop-
ing cqurse materials to be used-by the lecturing attorneys.

Because of our limited budget, iC is essential for the Legal Services
Program to use only those resources that are available to us at,no expense,
To date, we have been vdry,successful in coordinating and conducting our
educational programs without incurring expenses. Resources such as those
that are at our command exist throtighout the country. In closing, I would -
urge all of you who may be interested in developing legal education programs
in your community to contact the nearest legal services program for your
locale or your'.local bar association..

I have with me the nationwide list of legal services programs.

1".

t a
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'12EADERSHIP TRAINING PROGRAM FOR

VOLUNITER CONSUMER LEADERS

Dr. Ruth D. Harris
Program Leader'

Hdme 'Economics Education

.A Consumer Leadership Conference was Seld at the Ramada Inn of
Alexandria,'Virginiat on October 11-14, 1974, in cooperation with
Virginia Polytechnic Instit4te and State Univertity, the Virginia
Citizens 'Consumer Council, Inc., the Offtce of Consumer Affairs and
the Consumef Information. Center, General Services Administration. The
purpo'Se 'of this conference was'to provide leadership training for poten-
tial volunteer consumer leaders from throughout the State of Virginia:
A-advisofy,committee compdsed df members from the Office of ConsuMer
Affairs, the Virginia CitizOs Consumer Council, Virginia Polytechnic'
Institute andState'Univeisity, and the State Supervisory Staff of
Vocational Home Economics Education provided guidance im planning and
conducting' e-Consumer Leadership Conference.

Emphasis was placed during the conference on (1) the development,of"
cobsumer leadership skills, (2) understanding consumer policy making,
(3) understanding the legislative process, (4) developing volunteer con-
sumer programs, (5) conducting, consumer proje4S, and (6) deVeloping
communicatiow_skills. Speakers were selected /fox the conference because
of their expertise in vinous aspects of the consumer field: The-cul-
mination of the workshop included each individual's development of a plan
for conducting a consumer leadership activity.

This reporeprovides,a summary of background information; prOgram
participatS,,conference objectives, program agenda, evaluation, pro-
ject summaries, and recommendations.

Program Participants

t.)
Sixef six individualg attended the conference - 50vparticipants and

16 observers. The programparticipants came from a variety of backgrounds.
'Most of the participants had limited expgrience Li consumerism, and had
expressed an interest in becoming a vplunteer consumer leader in their own
community. Eighteen hours of instruction were given on consumer concepts
and skiltp. The participants in the conference received11.8 continuing

(,
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education credit's from Virginia Polytechnic Ingtitute and State Univer-

sity.

The participants conducted a follow -up activity after the confer-,
ence. A list of their project topics is the section on project summaries.

P rposes and Objectives'

The purpose of the project was to developend implement a model
consumer leadership training program for potential volunteer consumer
leaders. Throughout the nation, consumers at the grassroots.level are
expressing a need foi more expertise in handling consumer problems. Al-
though the heed has been acknowledged for some time, it has been intensi-
fied.by current economic conditions and inflation in the nation. Con-

sumer prganizations laze recognized this fact and begun to assist at the
grassrooiq level in "the community. However, the members of the organi-
zations ill many cases themselves need training in leadersh0,skills as
well as consumer problem-solving techniques in order to effectively help
consumers solve their problems.

The major objective of this project was to develop and implement a
model consumer leadership training program for potential'volunteer leaders.
Specific oblectivls were as follows: '

1. To provide leadership training in:-

(1) uiderstanding the background and history of the
f';,nsumer movement'

(b) ,developing techniques and skills in:
/

(1) becoming a' leader in the community

(2) helping individuals solve their consumer problems

. (3) becoming a consumer leader'

(4) principles of organizing a consumer action group

. (5) vehicles for organizing a consumer group
4

(6) Conducting consumer' surveys

(7) han4lin&consumer complaints

(8). conducting consumer education classes

(c) understanding the economic' interaction of government,

business and consumers
t r

(1) governmental operations at the federal,'state
and local level

1
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(2) the operation of regulatory, legislative,
executive and judicial, agencies.

;. 6d developing an understanding-.of business, education.
and consumer groups '9

.

(1) credit and financial institutions

(2); consumer education programs in schools

(3) inflation - causes and ways of diminishing

(4) food and, marketing

(e) developing cotmunication skills

(

(1) television spots and programs'

(2) news articles and publications
4

) developing fund-rai ing techniques and skilli for
consumer organized ns

4

(g) conducting individual consumer pirdjects at the local level

Background-add Procedures
1

A requ st was made by the president of the Virginia Citizens Condirmer
Council, In ., Ms. Lynn Jordalit for a Leadership Training Conference for
Potential V lunteer Leaders. Members of other, consumer organizations also
expressed a need for training to assist them with consumer leadership skills.

AA adv Cory committee was formed in order to plan the conference
around thee Beds of the individuals who would be attending.

The c ittee was compoied of members from the.Office of Consumer
Affairs, Vi ginia Polytechnic Institute and State University, the State

4,Department f Vocational Home Ecbnomicp, and tine VirginiaoCitizensCon-ck
sumer Counc 1. The committeerprovided guidance in planning and implementing
the training program including determination of the following criteria for '

participant'selection:

(1) interest and'capabilities in conducting a follow -up project,
-

(2) -attendance at entire conference.

1.% (3) geographic representation.

(4) leadership potential
?e,

The Consumer Leadership Conference was publicized natiovially'as well
as in the statd of Virginia through the news media. Individuals interested
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let
"

" On

'*

in attending the conference filled out an application form indicating their
background and interest in completing a follow-up project after attending
the conference. -

The advisory committee worked cooperatively to determine the needs-
of potential volunteer leadeis. Through a review of applications, and
expertise on the part of the advisory :committee members, concepts and
skills -- i.e. scompeteneies -- needed bi- potential volunteer leaders were
identified.

These competencies which volunteer consumer leaders need were further
studied. Based upon -these competencies, the advisory committee developed
an agenda fon the Consumer Leadership Training Program. They worked to-
gether to identify and secure for the program speakers who were nationally
recognized for their expertise in .consumerism and 'would provide for the

needs of -the participants.

Evaluation

The participants' evaluation of the conference revealed that they
generally found it a worthwhile, helpful experience. The speakers and the
specific ideas on projeets, including how to inspire people, were considered-
the best features on the program. The participants felt that the opportun-
ity to meet people with common consumer interests was helpful. The major

weaknesses in the conference were a shortage of time for in,depth
cussion and the hotel,faCilities, particularly the food service

The following are 'the questions asked in the evaluation an answers

Zs. given by the participants:

1. What did you consider to be the best feature in the program presented
here?

\
.

Arenas for action; economic intection of government (5) Judicial;

Economic Interaction'of Government-, Business and Consumer; (3) Economic

Interaction of Government, Business and ConguTer:,,,aY Qualities of Consumer

Leaders; ,(4) How Government Operates Federal (2) Governmental Agencies

- Regulatory, Executive, Legislative, Judicial; (2) Realm of the Consumer;
workshops; sharing thoughts and problems with consumers; (2) all (4) speci-

fic ideas on projects and how to inspire people; topics of immediate con-

tern (2) informed and interesting speakers (13) section on press and

regulatory and legislative areas; inflation (2) P.R. panel session; practi-

eel discussion Handling Consumer Complaints; variety of speakers; meeting

people with 'common imtereses (2) selected audience;

an

Sunday agenda superior;

1.1

pre - planning; consum er education; what makes a eader (3) realm of the con-
sumer; materials distributed; explandtion of how ,goverrunent operates; busi-

iness and consumer; education n the economy. - 1

2. What did you consider to be the

Coping with cost of living.; sp
programs; not enough time for quest:

20

Weakest feature in the program?

rakers too long; discussion o federal

ens and answers'(10); lack of full
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participation and direct feedback "(2); timewasted on introductions(4);
lot of information but not so much specific "what do I do,first" answers;
foods and, marketing workshop (2) 'Education (2); Antagonistic Approach,
i.e. Principles of Organizing a Consumer Action Group; not enough parti-
cipation frOb business and government to provide opposing view; some
spepkers not prepared; Sunday agenda too rushed; consumer education tn
schobls; agencies that can help and need help; continue to encourage more-
involvement; more-activist types and fewer hame.economist types; defini-
tions - consumer, leaders, consumer leaders; too many speakers; business,
education,. community. .

3. .Check your general evaluation of program.content:

Valuable 35 Interesting 4 Fair O. of Little Value 0
ether: Fantstic; F traced because morel than one discussion group going

at same t . A . of-=43°

4. 'What suggestions do you have for improvement of the program?

Stick to time scheduled; better expl4pation of projects; "havi-to"
panels to develop consumer leaders; chance to attend more than one work-
shop; more workshops (2); more time (3); imole-conference'on each topic;
more small seminar sessions (3),; divide into groups to discuss subject
with speaker after summary; more discussien, less question time (6);,
cheap meal or.tWo as part of conference"(); cut introductions and con-.

centrate on s
.,

ecific problems and solutions!,.(3); more time for topics or .
fewer topics ); more'facts in general areas; less-cm hops; shorten to
two days; more time for questionS, less or speeches (5); have Esther
Peterson spe ; concentrate on h to activate peopie-int education in
consumer aware ess,1 send more ba is reading materials in a vance (2);
more detailed'Iandouts by resour people; more informal seating arrange-
ment; include nority person on

11 rogram; people from activist persuasion;
liow to'lobby; onsumer laws; pic ting.'

.

5. What topic. would ou like to have .resented at a future ro ram
related to these topics?

flow to se up an effective consumer oriented neighborhood forum (4);
small claims c urts (2); specific issues - hew to approach and get ex-
perts; impact legislative policies of major campaniies; none; profession-

', als to speak o specific Subjects - red] estate, lendinginstituttona,
food additives (3), menu stfetchers, insurance, more economics (2); re-'
action.of big usiness to consumer movement; have Roy Farmer and Atty.
Gen. Miller sp ak 'on consumer concerns; same topics broader view; ion-
sumer issues; ore opportunity to attend different workshops; wel,l-rounded
library of'con umer information; low- income consumer; Federal Government
consumer agenp es should R\identified, and discussed; a 'nomic interaction ,
of government; business consumer; credit and financial i stitutions; work-
ing on consume t for low- income persons; produder side of question .

"- should be-brou h in; sharing successful projects from o her regions;
economic-and c 4umer education ir4ChOols; discussion o pending laws
,relevant to consumers.

4



'1. .The objectives.cif this

program were realistic. 16 , 21

SUMMARY OF EVALUATION

In regard to this conference strongly Agree Und
I feeltthat: Agree

. ,

12. I learned more than I , 29

could have on my own
thr6ugh'reading or etc. .

.,e/

3; The material was presented ..13 1.9

at the proper level of ,

/ . difficulty.
.

''
A.' The resource peopl3

Were-well prepared. l'

f 117

15/

, \

5. J
/

was st lated to 13
',. think'obj ctively about

the topic presented.

,
J6. e onfe encTh

,

a. gical'patt
; 12

7.----:--M conferencefoom.s, /5
......

w clean and attac
t ve. '

' -

8. The f setVice was! goo.

9. The lodging' facil .tiles

Were good.
,)

10. The taff was courte 9

and h Ipful.

,,/

*Hotel s a fspecified

0.

\

, Disagree Strongly
'Disagree

1 . 0
, .

1

' a
1 2 0

,0

3

8

1 .0

3 '0

2'

3 0

3 /6

5 , 4

110 10 , 5* 4 . 1*
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Project Summaries 5,

The participants planned follow-up projects on consume ucation,
consumer surveys, credit, combating inflation, food purchasing and other
areas of consumerism. Activitiescampteted in the project included:
(1) writing news articles, (2) teaching ,consumer classes, (3) organiz-
ing consumer groups, (4) promoting consumer awareness, ,(5) "conducting
consumer programs, (6) setting up consumer information and protecting
agencies, (7) developing meaningful consumer Organization programs, (9)
making speeches on consumerism, (10) initiating a prograth for low-income

'consumers within community action agencies, .(11) drafting a consumer
. educattOnicourse for grades,5-6 in public schools, (12) consumer edu-
cation projects through the eXtension service,' (13) 'developing consumer
awareness programs, (14) co-sponsoring a consumer conference in South-
eastern Tidewater Area, (15) conducting consumer education program for
parents, -(16) preparing a publication on credit; (r7) conducting con-
sumer programs fot older citizens, and (18) promoting consumer education
and awareness in the marketplace.

Funding

Consumer Leadership Training for Voltnteer Consumer Leaders can be
successfully provided at a minimum cost. This project, funded by Consumer
Information Center, General Se ces Administration was funded for $2,117.00.
Motel accomodations and partial travel expenses for the participants were
paid. /Other expensIs included rinting,-teleplione, And postal serviceq.

.
4

ry

/

1Consumer Leadership Training Programs for Volunteer Leaders can pro.-

, -

/

vide a multiplying effect in meeting the needs of consumers and assisting ,
them to salve consumer problemsat 'the grass -root levetsin a community.

. .

Leaders can be successfully trained to go back into the community to.teach
other consumers. If consumers are expected to have a voice in consumer
issUes74heyneed to acquire knowledge, techniques, and skills in,order to
haVe a greater impact on the consumer policy makingof the s and nation.
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CONSUMER ACTION PROGRAMS .

j

Frederick E. Waddell
American Association of Retired Persona

Washington, D.C. 20049

I would like to talk about the consumer education'program that we
have been working on for quAelsote.time at NRTA/AARP, which we Cell
COPE, which stands for "Consumer Options PrograM 'for the Elderly.;'
Now without going into a long dissertation on my particular attitudes'and
opinions about consumer education, let me just sAy, as a consumer educe-
for and as one who really believes in consumer education, I feel that
consumer education has generally been a relative failure in this country.

. It's been A failure in term's of reaching, the masses. It's particularly.
been a failure in reaching the disadvantaged and it's been perhaps an
even worse failure yet in terms of adopting sophisticated learning tech=
niques that can change attitudesAnct behavior. .You see, we Jose track
df.the 'purpose of consumer education is nat to disseminate information,
but to produce wiser consumers in,the marketplace to lead consumers to,a
act mote wisely in the marketplace as a result of that educati,en. So
what we are concerned with, or should be concerned with in consumer,
education'is.trying to get people to reexamine and hopefully change
attitudes and behavior that will lead them to became, that-is, to act,

'mare wisely in the marketplace. Unfortunately, I feel that what hey'

//

held consumer education back in this country) is 1,pedogogIcaL anachronism
known as the pre-test, post-test. You give pre-test and then a post-

, test and unless your group is totally catat nic, naturally they are
gOing to know a littler bit more When they re through than when you
began and then congratulate ourselves for nother successful program.

Letme show you, if I.may, what ent into the development of the
COPE prograM that we have so much hope for..k First of all we examined
what successful consumer education and other educational programs, .

appeared to exist for the elderly throughout the country. What,we found
was a consensus on several paints. We faund that most persons who had.:
conducted successful; effective'educational progrms, consumer or other
type progra6 for the elderly,..agree that mosteducational programs for
the elderly have been primarily concerned with filling up leisuye time
rather than being directed. at matte.rs.they need to help them cope. 'We
also found a consensus that they don:t like a formal classroomatmos-
phere. Our teseaych has shown us that small group'efforts are farmore

\
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effective than large group efforts and this:is very difficult to reconcile
with.trying to reachlarge numbers of persons. There is also a consensus
that coursed should be practical, and immediately useful and that techni-
ques and materials that are produced also must be those that relate, that
are germane, to fhe practical needs of older persons. We have found
that older persons want, indeed need, to be active participants in the
learning process; and I don't know if this differs that much from any
other group of students, but oldvspersons particularly need to,be
participants in the learning profess. Our research has shown us that
older persons are well aware of what their consumer needs'are,and resent ',
being told what their needs are. There is also some evidence that older .

persons have a shorter attention span and this must be taken into consideii-
tion:

. #
We also wereconcerned in the development of, COPE with how to build

in a.continuing education concept. What we do now is merely dispense
information and hope that this is enough. When.youtfonsider tive with'
older persons you are trying to counteract a lifetime of attitudes and
behavior, most of us have an extremely limited amount of time to'get
our message across, and it has to be effective enough to counteract the
incessant bombarding of advertising as wel,1 as a lifetime of attitudes
and behavior. Perhaps, one way that we can do tfts as consumer educators,
is begin to incorporate some of the techniques that have been successful
in advertising for years. Specifically, successful consumer education
programs must appeal to the emotions as well as to-the intellect. Ideally,
a consumer education program would appeal t,O sight, spund, smell, taste;
in short, to every sense that individual has and to the ematibns of
that pierson, and that way it Would have a.much more hard-hitting residu-
al impact on changing their attitudes and behavior. .14e also know that.
in terms.of consumer education you are going to be far more effective
if y6u can incorporate a learning-by-doing approach, and as we'know in
consumer ducation, this Is much easider said, than done.- How to build
in marketability, how to make the education program have,appeal is also
a Very Important consideration. Also, how can any consumer education
program be adapted to other delivery systems, such .a'd home study? /And ,

e also'found in .our research that one of: the most prevailing fcar's is
hat any consumer education program for the elderly must take into con-
sideration that prevailing Uncertainty'results from current inflation.
In summ40y, this is what any successful education program must deal with
in some Manner. /

1/1
1. Informal setting
2'. Leartiing by doing approach

3. Small group conversation
4. A practical and useful approach
5. A sort of built in continuing education method

It mint be marketable adaptable, somewhat flexible, enriching and
fulfilling, I mean, psychOlogically enriching and fulNling as well as

, inteftectually fulfilling. .
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Rather, in.dealihg with the prevailing uncertainty and insecurity
from a new lifestyle and retirement, we are saying in the pPE program
that Father thatOe afraid of inflation,;on the contrary, der consumer's

%have hlready,demonstrated an ability to cope with fihanci crises in
the past, have lived through a depression, through at le t one world war,
through other financial crises, and have therefore alrea demonstrated
the ability to live through and cope with our current /inflation% Wye
have to do 'is somehow provide a learning environment whereby older can-,
sumers cad reawaken such skills and can learn from each other. The
cumulative demonstrated abllity'of any group of older'persons is going
to be far greaer than any ,one "expert" which As Mark Twain//'said, "Is
any 'dam fool from out' of town." Solhar what we are tryi g ro dp is -
not teach older consumers anything, we are trying to create an educational
environment for older persons 'where they can learn from eachtOther,

,
2

So how do we go about this? What we came up with was a,met4od
pioneered in 1941'by Dr1 Rachael'Davis DuBois called,the!JOroup Convert'
sation Method." This is the first time to 7,iur knowledge that consumer-
-education, in this country has tried to incorporate a group conversation-
consciodsness raising approach. We know that before anybody will listen,
they must first be listened to. So that rather than beginning kiith the

2,usual:sterile .lecture or filin'format (whether the. film is applicab'1 or
not) what we are doihg is beginning this way. The chaxiperson gives
a rather brief introduction, the'persons in the program are broken up
into smal, groups of ten or twelve with a group conversation leader and

'-co-leade who have been briefed for a couple of hours by the person trained
in grow conversation. Theyibegin,by'simply reminiscing about-experi-
enges around that theme. This totally non-threatening approach-encouraged
spontaneity and raises their Ciiiieciousness or feeling level to such a'
point that after twenty minutes of this -- Wthe time your resource
person makes his' presehtation, they are ,far -more receptive to what that
resource person has to say than if he had begun the session. After
Sharing sensory experiences from the,past, bringing them into the present
around that topic, then the resource person gives ome specific facts and, -ideas for another twentY'orthirty,minutes. The the groups go hack into
,group discussion. Group dia'tusaion'being differ ntiated frbm group
'conversation in/that group conversation is a sha ing bf.feelings and
experiences, whereas group discussion, follow/ the resource person,:
is a discussion of specific facts,and ideas. is w y-me hope to'reach
the ethotIons as werl aa\the intellect and thi will roduce a long -term ,
learning effect so that th'e,oneAour program s no going to be the end

- of their consumer education or discussion on thaeto is but the beginning.

-

We did pilot the first COPF.\nit, "Coping With Food Costs" in
February in the Arlington area. We made every mistake imaginable, and
still four out of five of the part /pants rated the program as excel-
lent or good. We are trying to arrnge now for a piloting outside of
the Washington area and if this is as successful as we,hope it wild be,
this shobld be available sometime in the fall. There are a few more
subtleties involved here, I wigh had the time to go into them,, if time./
permitted.
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ABgTRACT

DISSATISFIED CONSUME

V

I .
WHO'GETS UPSET AND

WHAT DO THE4 Do ABOUT IT

. Rex H. Warland, .

Associate ProfeSsor',.of Rural 'Sociology

The PennaylvkiniS'State University 4

Robert 0. Herrfilann

Professo of Agricultural' Economics
The Penns lvania State lyziversity

, Jane Willits

Gradtate.Student
The Pennsygania State University

Past studies'Of dissatisfied consumers have either examined what,
kinds of people get upset about business practices or what kinds of
people complain about the way they have been treated in the marketplace.
This article dev5lops a new profile of the dissatisfied consumer"VY
considering net, only who gets upset about'business practices, but also
whitt do they di) about it. This profile appears more complete than P
ptailes presented in earlier studies. Several imiortant"conclusions
are offered concerning the nature of consumer dissatisfaction and
consumer poliCy. 4
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NEW DIRECTIONBNFOR QONSUMER

ACTION TO COMBAT PRICE

SPIRAL

Glen Beeson, Director
'Center for Economic Education

,

Duquesne University
Pittsburgh, Pa. 15219

Reuben E. Slesinger
-

Piofessor of Economics
UniverSity of Pittsburgh
Pittsburgh, Pa. 1521,3

I. INTRODUCTION

The American economy has experienced a steady increase the cost of
liVing, over its history, as measured by the consumer price dex, thus
causing an erosion of the purchasing power of a given dollar.

The economy hat experienced-such an increase in prices oiler the years.
Between 1940 and the present, for example, the consumer price index has
increased about 250-per cent; this-means that it would take over $3.00 to
dax to buy what $1.00 would have purchased in 1940. The compounded rate
of advance in prices over this'period amounts to approximately;3.5'per .cent annually: 1

The pace of inflation has not been even in our economy. It took only
a span of 17 years between 1940 and 1957 for prices to double. This-doubling,in 17 years meantthat the annual growth rate in inflation of consumer priceswas about 4.2 per cent. The rate from 1957-59 to 1970 was slower (2.7 per
cent), but during the last few years it accelerated again, reaching 6.2 in1973 and 11 pep cent in 1974.

.

4

All'af this increase in prices means an erosion of the dollar an4r.tle
need for increased earnings to keep abreast of price levp1 chatteti- Thereis nothing in the'nation's experience to suggest an ineprtiptibq in the Up-ward trend of prices and costs,nor hint of reversal of trend to one of de:.
nation-. A dollar, of 1933 is worth less than 35. cents today. 'A 1946 dollar

worth less than 40 cents currently. Even a 1955 dollar is wortg'only a
little over 50. cents today. . .



At the beginning of the 1970's it took more than $13 to buy w at $10
bOught a decade earlier, and inflatio became a major public issue. The
impact of rising prices wa noticeabl hroughout th'e economy, of cting

publiv)olicies. To offse ,mounting osts, unions soug t higher ges to
preserve the purchasing,p er of wor ers' take-home pay consumers altered,
their buying habits; the ederal Gov rnment.sought to u e its spending,
taxing, and monetary powe s to combs the inflation.,

Many economists woulldagree .th t the inflationary pressures of the
last four decades have been generat d largely by government expenditures
and concomitant increases in money upply and that the prospect for their
continuation in the future seems a sured. The major inflations in U.S.
history have occurred during or around periods of government spending and
increased demand for goods and services.

When fighting broke out in Europe in 1939, defense needs resulted in
increased prices. For the 3 years, 1939 through 1941, prices increased by
about 6 per cent. During the war years, even when prices were Controlled,,
they rose about 12 'per cent. When controls were lifted, however, the pent
up demand for goods not available during the war years drove prices up an
additional 31 per cent during the next 26 months.

During the Korean War prices spurted again. From the beginning of
1950 to the middle of 1953, the rise amounted to about 14 Per cent, an
average rise of but 5 per cent a year. Prices leveled off for the next
3 years and'then began to move up.

In late 1965, when the United States began US* increase its military
commitment in Viet Nam, the consumer price index began to rise more rapidly.
Average prices rose 2.9 per cent in 1966, 2.8 per cent in 1967, 4.2 per cent
in 1968, 5.4 per cent in 1969, and about 6.0 per cent'in 1970.0

As 197 nears completion of its first quarter, the problem of infla-
e tion has bee pushed aside to some degee by the dne,of recession and un-

employment. The question remains, and the answer seems clear, namely that,
demand pressures tend to work their way through the price system over ex-
tended periods of time, reflecting the cumulative effects of labor and other
cost pressures,. This explains why inflationary pressures have,.cOntinued
in spite of slackening aggregate effective demand. Further, this process
makes it clear that past policies-of "reducing aggregate effective demand
will not eliminate inflationary pressures.

Indeed, one may even question the degree, to which demand pressures have

caused the inflati8n of .the 1970's. Were it not for the extremely stimula-
tiye effects of highly inflationary fiscal policies duringsthe past decade,
notably substantial Federal deficits during most of the period, Coupled with
expansionary monetary policy, geared to helping finance the increasing defi-
cits, it is highly unlikely that demand'pressures alone dronld have resulted
in the double digit inflationary rates.
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Since World War II amajor change in ;,rice behalitor has hpoome apparent.
The economy.has developed an increasing resistance to downward pressures on-
prices. Consumer prices id not decline after World War II or after the
Korean conflict as they lad after earlier wartime periods. InsEead they rose
almost every year after 946.

The problem for inv stigation then is to examine the causes of the in-
flationary spiral.. If consumers are more aware of thepuses of the infla-
tionary spiral, consumer action groups can exercise their influence to bring
about a change to alleviate that spiral.

II. THE STRUCTURAL BARRIERS ARGUMENT

During the last decade, consumers have become fully aware of such causes
as "demand pull" and-"cost push" as explanations for inflation. Public famili-
arity now also exists about the major policies to combat inflation, namely
fiscal and monetary policies. Consumers also know about price and wage con-
trols or income poliCies. Geoeral.interest manifests itseft, too in what can
be done about inflation and why experience in applying anti-inflationary
policies since the late 1960's has not ended or even lessened inflation; in-
deed, prices continued to grow more rapidly than prior to the use of such
policies.

One of the probable explanations why inflation has continued to persist
in the United States for the last decade in spite of A condition of less than
full employment is the existence of a variety of structural forces that gener-il.,

4
ate built-in inflationary tendencies.

Failure to recognize the importance of such structural forces has con-
tributed much to the inadequate understanding a today's inflation. As Abba
Lerner states: /3, p..197/

The understanding of the nature of inflation and of its,appro-
priate treatment, curs, and prevention has been badly served by
the concentration of economic theory on the analysis of,perfect
.competition. 'Economists have had good reason for this concentra-
doll, primarily because the study of perfect competition has
brought out ways in which the competitive capitalist or profit-
and-loss system can bring about the,most efficient production and
distribution of what the consumer wants. But perfect competi-
tion has been useful more as.a norm by which the efficiency of
the economy can be gauged than as an accurate description of
its actual operation.

It is proposed thusly that these structural forces are among the most
significant causes why pure competition is not the actual case in the real
world.

Structural forces have the effect of "placing limitations on voluntary
exchange by reducing the market alternatives available to buyers. These
forces then generate maladjustmentS which generate visible power to those
who hold it, with thesinherent danger that such power will be used to fur-
ther special interests, not necessarily social ends.
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In economic theor 's perfecPly competitive world, nobody would.lbe in
position to exert pric jurisdicition power.' Artificial' orces that keep
supply from r4sing,in respopseeo favorable prices would not exist. Ex-
cess demand then wOuld,be.0e only factor giVing rise to inflationary ten-
dencies. To achie 're a dinilUnition in price under these circumstances, Ler-

,
ner's political action -- increased taxes, reduced government spending,
and tighter monetary policy -- would be in order. Without structural inter-
vention, sellers would lose their capability to. exert oligopolistic price
control'and administered pricing would become impossible.

.

'The America n economy provides numerous examples of these structural
controls. Among the more important,ones are lobbies that induce public
favors and concessions, industry-Wide collective labor agreeMents that vir-
tually have the mutual agreements of unions not to r6sist price Alcreases
!.() long as wages are raised, and markup practices by industry thR.institu-
tlonalize price advances. The solution to combat these practices ar elf -

eviient, but some action against administered prices appears as par o

Another way to approach the problem of Structural imppaimen causing
inflationary tendencies is to work towards policies designed to restore a
greater degree of efficiency in the market place. Two areas in which these
'problems appear acutely keen, and in which prices.have risen especially
sharply in the latt two years, are agriculture and energy-related industries.

The Federal Government' must bear'much of the blame for many of these
impediments through its.policies such as price supports and subsidies;
tariffs, qudias, and other import restrlctuions; antitrust and other regula-
tory,poliCies that are enNrced currently but were ipstituted in a very
different economic environment years aid decades ago; andloose policies in
government procurement that demand'scarce.resources at non-market oriented
pricet. Pracyjces in the private sector that stem from market control and
anti- competitive 'behavior are equally as cotitributory, ,Though most whole-
sale prices have risen sharply_intha last. two years,'those in highly conns
cetitrated.industries have beeh,among the leaders.:EaFriersof any sort that
interfere with the Operation of demansLana supply as forces to set prices
should be minimized and eliminated, This includes structural barriers in

, the labor market as well. 2,
,

A recent interim report of Oe JSint 'EconomiC 'Committee Ill lists a,
seriesof structural areas ;that should be'txarraned,, as follows:-

. Federal subsidies. :

. Productionquotas and marketing orders.

. Price. supports.

. Excessive stockpiles.

. Prevailing wage dete aticnks.

. Excessive or inept re abian, of transportation and communication.
port quotas and' volu tary agreements 'to curtail imports.

. R view of divestiture d reorganization regulations.

.tIm roved antitrust laws nd administration.

. Rem val of artificial ba riers to emploment.
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. Improlied economic management of the public sector.

. A program'to institute a better system of information management.

. Reduction and minimization of impediments to improving productivity.

The emphasis on structural causes for the current inflation has increased
recenily, The various summit and pre-summit conferences late in September
paid much attention to these faciogs. A comprehensive list of 22 measures
was suggested by Thomas G. Moore of the Hoover Institution of Stanford Univer-
sity /5/. His list includes the following, among other ,suggestions:

4, .
.., ,

t ,
. Repeal of ceiling on interest%rate's on long-term government loans.,
. Amend agricultural marketing orders.,

.
. ,.

. Remove postal°411.*elmonopoly on Ifirst -class mail.

. End embargo in impartb of-uranium, 1. ,

. End state prarationing of,oil and gas production.
'

. Repeal exemptions to railroad and trick rate bureaus:
. Repeal Meat import quota measure 9n meats, dairy productss and

,

tit
t,

her agricultural items. .
1 ,

. Repeal all'Interstate Commetee Cammidsion restrictions on routes
t...apd commodities. Y ,,

..
..fteduce. or eliminate .barriers to ,9ty:on trucking and 'freight

forwarding. , .

1
. ,

,

I
. .Give Ade.approval to disqount rat df in transpOrtation, Including

more la ude to charter carriers. ,, ,

. Allow fins cial institutions to,llay.coMpetitive rates for deposits.ik
.

. Terminate all voluntary qUotas; especially in,sfeelandtextilei.
t

. "Prohibit resale price maintenance practices.
, ..

. ".
,..

.1,

ProfessWHouthakker describes the'atta0 on these' structural impediments
to the oration of the maiket,fbcces-fteceSsary to help lessen.inflation.as

..

a "positiVe,way to fight inflation" 4/. He surveys effofts eo out infla-
tion via incomes, monetary, and.listaf'policies, but points out their defi-
cienbiesi H is especially critieir,,Of: it.1A,9mes'policies for having aggravated
the situation and of monetary policies as:betng inadequate alone.' He does
emphasize; however, that if any policieg,are to be effective, the many insti-
tutional barriers to, price declines as aforementioned must be lessened if,
not removed entirely. Furthermore, barriers, to price movements-seem to be, ..

biased,towerd.increasing rather,thansgeducing,pripes: Economists havedong
tecognized that oligopolistic industviv are in better position to react't9 ,
a pbpsible dimunition in demand anda'lowerpri4 by cutting output, thereby

.

sustaining or'increasing prices. n this process, inefficiencies are coin-
s;

in the economy. ;.,
, \ i/

t.

A different fbcus towardAncreasing competition and efficienCy has been
suggested by Carl Madden, economist for the United States Chamber of'Commerse
/47. The measures advocated by,the Chamber of Commerce include: .,

.

. Eliminate compulsor)1 unionism,

. Permit special youth minimum wages. 0.
Repeal the Walsh-Healey Act.

. ReforM the National Labor Relations Actto constitute a'labor
court to replace the quasi-judicial powers of the National
Labor Relations Board.
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the providigg'of filod stamps to strikers.
.-Outlaw secondary boycotts, featherbedding,' and union members',-

.rAfusil to Ilandie-godds ,on` which non-union labor has 'Worked.

7..

In addition, the Chamber recommends changing the federal tax strcture
to stimulate growth of equity capital.

In sum, the common theme of the propoialstb reduce structural rigidi-
ties and permit a more competitive econamft,system Is that special interest
legislation and rules at. all levels of government should be reconsidered.
Business, labor, and professional'groups have been successful in getting
Nvernmental,units to insulate their respective interests froth the rigor of
competition. The cumulative consequences of this myriad of government promul-
gated interferences with the operation of a competitive system has been to
build an inflationary bias into the American economic system..

.

Other specific interferences sponsored or petmitted by governmental
action or inaction might also be considered in the quest for a more competi-
tive syStem. The following practices which are anticompetitive and/or
WhiCh build In.a higher cost base should be examined:

.,... .

4°.

4

i

c

.,.. The R obinson-Patman Act which,reduces price competition/
between large affcrsMall.firms. 1

, ,

. The CaAper-Voistead Act which exempts agricultural
organizations 'fvom 44.4jtrust. .

.'Restriciions'entry to many industries, e.g., bankin
bara, and taxis. - , .,

.
.

.' The Wagner Act sand other governmental interferences in

,. collective bargaining.
.

: State-wide minimum fee schedules.for professional gro ps
, _

'4 i such as lawyers, doctors and dentists.
:Housing And zoning ordinances which increase the cost

housing..
Health and occupation safety laws.

! tederal'underwriting of private debt. . 7

. EnVironmental related controls which do not show a
favarabl4cost-:6enefit result4 r'

. The Oapet.iavalanche-costs of reporting to the government.

. ,Restrictions on rice adveiti4ng of goods and services ,

Of

. h

Obviously, a listin of practices which cause upward pressure on prices
ld be extepdedad infinitum.' Xhe point is that ,

d fiscal policies will be lessgffective in con;

-

such as pros
tual cost

ptionsmedicines.' ,

us pricing far hospitals under the Medicare
d Medieade programs.

e tenure'dysEem which protects some unproductive teachers,
kindergarte through'graduate education.-

. of goods and services co
macroeconomic monetary a
taming inflation as thesle microeconomic,rigidities increasingly permeate
the economic bystam. However, one must not confuse the current price level

,
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op- withsa rate of inflation. Restrictive practices in a given industry causes
,' -Prices to be higher than a tore competitive structure would permit, but

:., restrictive piactic4 do'not'necessarily create the inflationary spiral.
-.- -Elimination of'structural rigidities would create pressures for more competi-

.. : tive prices in given induStries, however, prices in general might be .rising \

1 4

..
s-because of aggregate demand forces or increase in the money supply: penand-,
pull type of InflatiA increases the costs of providing goods and services.
;Therefore, the higher than competitive prices in sectors of the economy which
are characterized by structural rigidities have a tendency to increase. When
demand abates, the built-in structural barriers,prevent reduction in priCks.
The effect is similar to the workings of a rachet; prices move upward .frOm
the previous high base.

a

k
Consumer action groups have.a role to play in lleviating-these struc-

tural barriers. Many have liegome institutionalized and have been accepted
almost as a way of economic behavior: They'are foun all over the market
place -- in1manufacturing, banki4, labor, agricultu e, finance and govern-
ment. The, hope, both ipmediate and short run, of att cluing these structural
barriers is to make the economy more flexible, lessen ticompetitive prac-
tices, and once more have unfetteted forces of demand a d supply -- price com-
petition -- influence piice behavior so that when buying minishes or out-
put increases price declines will follow and not be.,,thwar d in this direc-
tion by administrative'powers or practices.

N.

III. SUMMARY AND CONCLUSION

During the last decade consumers have been bewildered and frustrated by
spiraling-prices on most products and services. In an effort to combat the
inflationary trend, the Federal Government has attempted traditional fiscal
and monetary polities and also imposed a system of price and wage controls..
Though predicted by many economists, but contrary to public belief, prices
continued to increase more rapidly than prior to the use of such policies.
Some professionals now think We should admit defeat in the battle to contain
inflation and institute a program of "indexation," or allowing prices of all
commodities and services to accelerate by some price index .such as-the
Consumer Piice Indei.

The contention of this paper is that in both the domestic and forefgn
economies, increasing aggregate deMand and increasing money supply are driving

. prices upward at ever increasing inflationary-rates, and that supply is not
able to keep up with the "galloping",demand. When governments attempt.restric-,
tive macroeconomic fiscal and monetary policies to reduce the rate of price,
increase, microeconomic rigidities' create unemployment at a level which is
politically and socially unacceptable. BeCause of structural rigidities the
price spiral does not abate. In order to expand, a sluggish economy, govern-
ments create the 'money supply and aggregate dema4d conditions,which perpetuate

'the inflationary spiral. Thus governmental actions Are the catalyst bf in--
flation, but structural rigidities cement In the high price base for more
future demand pull type of.inflation.
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Prpssure groups at all levels of government -- federal, state, and
local'-- have been suctessfulsin getting legislation and administrative rules
which insulate their interests from competitive economic forces._ These ar-
tificial restraints that keep supply, from rising in response to favorable
prices create a world inflationary environment. If fiscal and monetary
policies are unable to sustain both a politically acceptable inflationary
rate and unemployMent rate, it is conceiva le that people in the United'
Statds will opt for another seeming paaCti'-- indexation. .However, con-
sumers have at least one other alternative: lobby for changes at all levels
of government for reductions in protection for special interest groups from
the forces of Competition.

Consumer groups should examine the institutianalizeCstructural.barriers
which permeate the economic system. These barriers can be found in all
sectors,pf the economy including, manufacturing, banking, labor, agriculture,
education, finance,. government, and the foreign sector. This,paper has

/enumerated specific practices sectors of the economy that consumer
action groups ought to investigate. .The hope is to make the economic System
more flexible and reduce anticompetitive practices which underpin,the rein-
force ever increasing prices.,
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